FINAL REPORT 

ON FOREIGN 
_ INVESTMENT 
DECEMBER, 1974 


CA2 ALXC 2 
1972F54 
c.2 
CA2 ALXC 2 1972F54 = 
ember, 1974. : 
3 3398 00144 9460 


ALBERTA 
— 
SELECT COMMITTEE OF THE 


On Foreign Investment 


ae 


—— 


Eee = ae é 2 Se ves 2 = a= 


Fae 
SOS 
re 


Ss 


THE HONOURABLE G. AMERONGEN 
SPEAKER OF THE LEGISLATIVE ASSEMBLY 
OF THE PROVINCE OF ALBERTA 


The Select Committee on Foreign Investment established by 
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consideration by the Legislative Assembly. 
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The following errors appear in this Report: 
p. Iv = Mr. John Fs) Carter *showlderesd MrpeJonin Cantera. 


p. v - Investment Dealers' Association of Canada, Kniewasser. 
Delete the name ''Kniewasser.'' 


p. xi - The last sentence of the first paragraph reads: 
"Alberta needs as many alternatives as possible in 
order to obtain capital on terms not favourable to 
it.'' This should read: ''Alberta needs as many 
alternatives as possible in order to obtain Syed 
on terms most favourable to it.'! 
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SUMMARY 


This summary is intended to assist the reader to relate the 


final Report to the terms of reference as established by the Legislative 


Assembly. It is not intended to be a complete summation of the conclusions 


and recommendations of the Committee, nor is it a complete resume of any 


specific chapter. The reader is cautioned that to achieve full understand- 


ing of the Committee's conclusions it will be necessary to read the com- 


plete report. 


The terms of reference are treated individually in the sequence 


set out by the Legislative Assembly: 


(a) 


To recommend ways and means which will ensure a greater participation 
by Albertans in the ownership and control of Alberta's industry. 


Greater participation by Albertans in the ownership and control 
of Alberta's industry can best be assured by maintaining a relatively 
free flow of international investment and by positive programs direct- 
ed to benefit Albertans rather than negative programs directed against 
foreign investment. Governments should ensure a proper climate for 
investment by means of stable economic conditions and by recognition 
of the necessary role of profit and its relationship to risk. To 
ensure that funds are available for investment purposes, governments 
should so establish tax rates as to permit and encourage individuals 
to save for investment. It is recommended that the Alberta government 
reduce personal income tax rates and continue to not levy estate, gift 
and sales taxes. The Alberta government should continue to provide 
funds as a lender of last resort or as a guarantor of loans to Alberta 


businesses. A review of financial institutions under provincial 
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jurisdiction is recommended to ensure that they can evolve to meet 
the needs of business consistent with the interest of savers. 
(Chapter«ix)*: 

(b) To investigate and assess ways and means of providing as many 
opportunities and incentives as possible for Albertans and Canadians 
to invest in the equity ownership of companies operating within the 
Province of Alberta. 

The Committee believes that opportunities to invest in Alberta 
exceed the savings available within the province. The shares of 
many companies are publicly traded. As well, the Alberta Energy 
Company will provide more unique and direct investment opportunities 
to participate in large energy developments. The Alberta government 
should encourage more resource companies to list publicly, especial- 
ly on the Alberta Stock Exchange. The Committee sees a role for this 
exchange in more effectively serving Alberta investors and in provid- 
ing a source of equity capital for Alberta businesses. (Chapters III 
Brelal B,0) A 

Emphasis should be placed on ensuring that Albertans are more 
aware of investment opportunities. A need to encourage saving and 
investment is seen by the Committee. The proposed Alberta corporate 
tax system is seen as a vehicle which can provide incentives to in- 
vest. The greatest incentive to invest is an expectation of profit. 
(Chapter IX). 

(c) To assess the economic consequences of any proposed new Federal 
restrictions upon investment within Alberta whether by way of legis- 
lation or otherwise. 

Foreign investment interrelates with foreign trade, balance of 


payments and the level and nature of domestic, political and economic 


activity. Any restrictions on investment have both direct and indirect 
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economic effects which are uncertain. (Chapter I). 

Relative to Canada, Alberta has a more open, international 
trade-dependent economy. Agriculture is twice, and mining is four 
times, as significant to the Alberta economy as to that of Canada. 
Manufacturing is three times more important to the Canadian economy 
thanitosthat of Alberta. -About,56.per scent rof Alberta's..corporate 
tax is received from foreign-owned firms. This is higher than for 
any other province. Alberta's development, which has outstripped 
that of Manitoba and Saskatchewan, is partially attributable to 
foreign -capital oee(Chapter <DII):. 

The Foreign Investment Review Act is expected to affect a rela- 
tively small portion of potential foreign investment. The degree of 
impact will vary depending upon the level of economic activity prevail- 
ing inCanada. Also, the executive interpretation of the Act is still 
unclear and until the limits and practice of application are known, 
the full significance of the legislation is uncertain. Quantitative 
effects on thé Alberta economy are unidentifiable at present although 
it is expected that economic performance may be reduced below what 
might otherwise be achieved. (Chapter VIII). 

Other federal government actions, such as export taxes on oil, 
ceilings on the price of oil, and detrimental changes in corporate 
tax policy very significantly curtail foreign investment. (Chapter 
VILE. 

To evaluate the extent of sufficient sources of investment funds in 
Canada and Alberta for the future economic development of our Province 
and the need to create jobs for the young Albertans coming into the 
labour force in the decade ahead. 


Major energy-related developments are expected to concentrate 
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their impact in Alberta. The result will be a greater reliance on 
foreign capital. The magnitude of the individual investments in- 
creases the "risk" and narrows the range of potential investors. 
Alberta is historically capital intensive and, concurrent with 
unusual demands for investment in energy, is actively endeavouring 
to diversify the provincial economy. Alberta needs as many alter- 
natives as possible in order to obtain capital on terms not favour- 
able to cit. “(Chapter 1V)). 

The growth rate of Alberta's labour force peaked in 1974. 
Assuming developments proceed as anticipated, Alberta will experience 
a tight labour supply situation. Under these conditions the challenge 
will be to fill the jobs, to upgrade skills for greater productivity, 
job satisfaction and income, and to improve technical and management 
opportunities. To achieve these targets foreign capital is considered 
necessary. (Chapter V). 


To examine the need for restrictions upon non-Albertan and/or non- 
Canadian control of certain key sectors of our economy. 


Canada's net indebtedness as a proportion of GNP (a measure of 
the relative burden of external debt) reached a peak of 44.7 per cent 
in 1961 and declined to 27.3 per cent in 1973. The proportion of 
foreign to Canadian-owned non-financial corporate assets has remained 
constant at 34 per cent from 1967 to 1971. Over three quarters of 
foreign ownership in Canada is of United States origin. (Chapter II). 

Foreign corporations, in relation to their proportion of assets, 
equity, or sales, declared a greater proportion of taxable income 
than Canadian corporations. Alberta's development is partially 


attributed to foreign investment. Nationality of ownership is not 
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necessarily assurance of conduct in Alberta's interest. (Chapter 
U5 Ft 

It is more important that the province receive its proper share 
of natural resource revenue through royalties and taxes than that 
the producing companies be Canadian owned. Federal and provincial 
governments have all the legislative powers necessary to control 
foreign-owned corporations and businesses in the public interest. 
(Chapter: VE). 

The four key sectors of the Alberta economy were identified as 
being mining, agriculture, manufacturing and construction. The Com- 
mittee concluded that no restrictions upon foreign investment were 
necessary in these sectors although the Committee would have prefer- 
red a greater degree of Canadian ownership. (Chapter VI). 

The Committee considered land ownership separately and found 
little evidence of foreign ownership. It recommended a monitoring 
system to provide facts on the future purchase of Alberta lands by 


non-Canadians. (Chapter VII). 
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PREFACE 


On April 21, 1972, a Select Committee was created by the Alberta 
Legislative Assembly and charged with the following duties: 

(a) to recommend ways and means which will ensure a 

greater participation by Albertans in the owner- 
ship and Control-or Alberta's industry$ and 

(b) to investigate and assess ways and means of 

providing as many opportunities and incentives 

as possible for Albertans and Canadians to invest 
in the equity ownership of companies operating 
within the Province of Alberta; and 

(c) to assess the economic consequences of any proposed 

new Federal restrictions upon investment within 
Alberta whether by way of legislation or otherwise; 
and 

(d) to evaluate the extent of sufficient sources of 

investment funds in Canada and Alberta for the 

future economic development of our Province and 

the need to create jobs for the young Albertans 

coming into the labour force in the decade ahead; 

and 

(e) to examine the need for restrictions upon non- 

Albertan and/or non-Canadian control of certain 

key sectors of our economy. 
Although the resolution creating the Committee and setting out its terms 
of reference left it nameless, the Committee soon became referred to as 
The Select Committee on Foreign Investment. 

In addition to the formal terms of reference the Committee was 
requested by the Legislature to examine Bill 107, The Public Lands Amendment 
Act, 1972 (No. 2), within the Committee's terms of reference. Bill 107 was 
introduced in the Alberta Legislature on the lst of June, 1972, and, if 
passed, would have prohibited the sale of public lands to non-Canadians. 
The Committee held a public hearing in Edmonton and received submissions 


both in regards to public and private land, and presented its Report to the 


Fall Session of the Legislature on the 31st day of October, 1972. Further 


discussions of the matters dealt with by Bill 107 appear in Chapter VII of 
this Report. 

Subsequent to the tabling of its Interim Report the Committee 
held public hearings in Edmonton and Calgary to determine public concerns 
and receive suggestions pertinent to the Committee's terms of reference. 
In addition to the public hearings, the Committee examined statistics on 
the incidence, the extent and the change of foreign ownership and control 
over time within Canada's major industrial groups. Those industries pre- 
dominately foreign-owned and controlled and those industries vital to the 
overall development of the Alberta economy were specifically identified and 
studied by the Committee. 

In the two years since the Committee's creation there have 
been numerous dramatic changes in Alberta, in Canada, and in the world. 

Looking in retrospect to the scenario of two years ago, the 
Federal Government was pursuing an anti-inflation policy which had the 
unintended and undesired concomitant effect of reducing employment. 
Relatively high unemployment prevailed at the time of the Committee's 
creation. In this environment one of Alberta's initial concerns centred 
around the sufficiency of Canadian investment funds to provide for the 
economic development and employment of the growing labour force which was 
expected to peak in the early 1980's. However, as a result of many very 
substantial projects, both under construction and in the planning stages, 
including the James Bay hydro project, the Syncrude and other oil sands 
extraction plans, the MacKenzie Valley natural gas pipeline, petrochemical 
and fertilizer plans, and many others, manpower shortages are projected on 
a nation-wide basis. The reversal has been so significant that the 
challenge now tends to be in filling the new job openings with appropriate- 


ly skilled manpower, as well as in upgrading the quality of employment 


opportunities offered. The prospects of having to step up immigration in 
order to fill the jobs, or alternatively to slow down developments, are 
no longer remote. 

Very dramatic changes have taken place in the oil industry. 
Prior to the Committee's creation Canadian crude oil prices largely 
reflected U.S. price developments. However, the Middle East war and the 
subsequent agreements between the Organization of Petroleum Exporting 
Countries (OPEC) and producers led to politically directed price escala- 
tions. A number of events emanated from these actions. The need to attain 
greater self-sufficiency to cushion against uncertainty of supply and high 
prices became more urgent. As a result, Alberta's oil sands have received 
national and international attention and plans for the extraction of oil 
from these sands have been advanced. Government intervention and control 
in the petroleum industry became a fact of life in various ways. The 
Federal Government imposed an export tax on Canadian crude oil to insulate 
Canadian prices from outside influence and to raise revenues to offset the 
rising costs of importing crude oil for those areas of Canada not capable 
of being served by domestic supplies. No longer were oil prices set by 
“the Chicago meee et Internationally, the OPEC countries set the price. 
Nationally, an agreement among the ten provincial Premiers and the Prime 
Minister of Canada determined the price of a barrel of crude oil. 

A recent Federal Government decision to limit the deductibility 
of provincial royalties as against taxable income has had serious reper- 
cussions for the oil industry. To partially counteract the effects of this 
decision the Alberta Government has announced an incentive program and con- 


currently called upon the Federal Government to modify its position. 


The reference is to information received during the 1972 Oil Royalty 
Hearings in the Legislative Assembly of Alberta which indicated that 


prices were determined at the markets to which Alberta crude was 
delivered. 


Additional changes took place provincially. First, oil 
royalty hearings in the Legislative Assembly were followed by substantial 
increases in the taxes and/or royalties paid by the producers to the 
Province of Alberta. Second, late in 1973, the Alberta Petroleum Market- 
ing Commission was created by the passage of The Petroleum Marketing Act 
and given powers to enable it to market both the Crown's royalty share 
and the lessee's share of petroleum. Third, a substantial portion of the 
increase in the price of a barrel of crude oil, resulting from the agree- 
ment of the provincial premiers and the Prime Minister of Canada, has 
further increased royalties accruing to the province. As a result of 
these changes substantial additional revenues are anticipated. The Com- 
mittee understands that a large portion of these revenues will be used to 
create a fund which will act as a replacement for the province's depleting 
natural resources. The existence of this new fund, its magnitude and its 
availability for investment purposes are all very important in any evalu- 
ation of the extent and sources of investment funds in Alberta for the 
future economic development of the province. 

A portion of this fund will probably be channelled towards the 
purchase of shares in the Alberta Energy Company, a company created by the 
passage of The Alberta Energy Company Act during the 1974 Spring Session 
for the purpose of providing Albertans with opportunities for equity in- 
vestments in Alberta's energy resources. The company will participate, 
through equity investment, in natural resource developments in Alberta. 
Fifty per cent of its shares will be held by the province. When the remain- 
ing 50 per cent are offered to the public, Albertans will be given first 
opportunity, followed by other Canadians, to purchase these shares. Only 
Canadian citizens and residents of Canada will be able to own shares. 


Finally, during the Committee's existence the influence of the 


Federal Government in the area of control of foreign investment has increased 
with the passage of The Foreign Investment Review Act. A study of this legis- 
lation in the context of the Committee's terms of reference; an analysis of 
the fifth term of reference, namely: 

to examine the need for restrictions upon non-Albertan 

and/or non-Canadian control of certain key sectors of 

our economy}; 
and consideration of the briefs and submissions received by the Committee in 
response to its requests and at the Public Hearings, have led the Committee 


to an examination of the extent of foreign investment in Canada and in 


AIbeKta. 


CHAPTER I 


Foreign Investment in Canada: An Introduction 


Lab Twenty years ago the extent of foreign investment in Canada was 
not a matter of great public concern. Restrictions on foreign investment 
were virtually non-existent in 1953 when the government of the day permitted 
the incorporation of The Mercantile Bank of Canada as a wholly-owned sub- 
Ssidiary of a foreign bank. However, shortly thereafter a Royal Commission 
on Canada's Economic Prospects was created with Walter Gordon as its Chair- 
man. In 1957 the Commission's report was tabled. It indicated a concern 
about the level of foreign investment in Canada and suggested that more 
foreign funds be channelled towards debt rather than equity investments; 
recommended a greater Canadian presence in the manufacturing and resource 
extraction industries; and suggested procedures to ensure Canadian control 
of our banks and other financial institutions. 

aba The tabling of the Commission's report was followed by Federal 
legislation restricting the level of foreign investment in life insurance 
companies, banks, broadcasting undertakings and cable television companies. 
eS A number of provincial governments, including Alberta, imposed, 
in varying degrees, restrictions which affected the foreign presence in 
certain provincial enterprises and institutions such as insurance companies, 
trust companies and dealers in securities. 

1.4 The report of the Gordon Commission was followed by three addi- 
tional studies at the Federal level on the issue of foreign ownership. In 
1968 a Task Force headed by Melville H. Watkins completed its report: 
Foreign Ownership and the Structure of Canadian Industry. The Watkins 
report suggested the creation of an agency to coordinate and supervise 


policies on multi-national corporations. In 1970 the Eleventh Report of 


the Standing Committee on External Affairs and National Defence, Respecting 


Canada-United States Relations under the chairmanship of Mr. Ian Wahn en- 
dorsed the main conclusions of the Watkins report. The Wahn report suggest-— 
ed the creation of a bureau to block takeovers of businesses in certain key 
sectors and recommended measures which would ultimately result in 51 per 
cent of all Canadian businesses being owned by Canadians. Finally, in 1972, 
the Gray Report, Foreign Direct Investment in Canada, the most detailed 
report, was tabled as a support document for the proposed Foreign Takeovers 
Review Act. 

Pes Provincially, the reports of the Special Committee on the 
Ownership of Agricultural Lands, Saskatchewan, and the Select Committee on 
Economic and Cultural Nationalism, Ontario, have studied and considered in 
varying degrees, the foreign investment question from a provincial point 

of view. 

ro As a result of these studies and reports and as a result of 
interest in the subject by the press, many private individuals, and groups, 
such as the Committee for an Independent Canada, Canadians have, in recent 
years, become more informed about the extent of foreign investment in 
Canada. Those who have studied the issue have generally found that the 
dominant concerns arising from the level of foreign investment in Canada 
are of an economic nature although some Canadians share strong feelings 
about the social, political and cultural implications of foreign investment. 
Ve} The most comprehensive study on foreign investment is the Gray 
Report. It summarized concerns as follows: 


(a) Effect of foreign control on the export 
performance of subsidiaries in Canada; 


(b) Impact of foreign control on the procurement 
policies and import practices of subsidiaries 
in. tanada> 


(c) Impact of foreign direct investment on 
domestic competition; 


(d) Transfer pricing and tax administration; 


(e) Impact of foreign direct investment on 
balance of payments; 


(f£) Impact of foreign ownership and control 
of Canadian business on Canadian monetary 
policy; 

(g) Extraterritoriality = the impact jot certain 
laws and policies (of other countries) on 


the behaviour of Canadian firms; 


(h) Impact of foreign control on Canadian 
business and Canadian culture and society; 


(i) Impact of foreign control on the political 
process and public opinion; 


(3) Impact of foreign control on the formation 

and conduct of Canadian foreign policy and 

relations. 
While the report was published under the authority of the Government of 
Canada, it is not a statement of government policy. Nor did that govern- 
ment necessarily endorse all aspects of the analysis contained therein. 
V5 Through the public hearings before this Committee it became 
evident that Albertans, not unlike other Canadians, share vastly differing 
opinions about foreign investment. The representations made to the Com- 
mittee were diverse, and because they reflected a composite of economic 
philosophy and attitude toward foreign investment, were frequently at 
variance one with the other. These opinions were shaped by a wide variety 
of economic philosophies ranging from those who advocate minimum government 
intervention in economic and business life to those who recommend a very 
intense and direct government involvement. The weighing of the advantages 
and the disadvantages of foreign investment is obviously influenced by 


attitudes which arise out of both emotion and study. 


ie The various Canadian attitudes toward foreign investment can 


opto : ; 
be classified on a spectrum ranging from "radical nationalists" to 


"internationalists." 
1.10 Occupying the extreme position of antagonism toward foreign 
investment are the "radical nationalists." Their goal is described as a 


complete reversal of the foreign investment process. They object to 
foreign ownership and any type of foreign control that such ownership may 
involve. They do not believe that foreign investment can be controlled or 
reversed under the present economic system and see the only solution 
acceptable as being one of the socialist reversal. 

real "Strong nationalists" share deep concern about the implications 
of the foreign investment process in Canada. They wish to reassert Canadian 
control .inHowever, theyrbelieve that arreversal ‘of the foreigasinvestment 
process can be achieved within the established system of mixed, private 

and government economic activity. 

2% 12 The "moderate <preuareib take a more positive attitude 
toward foreign investment. Their goal is to encourage Canadians to become 
more active and to provide economic leadership. They want to be assured 
that foreign firms serve the national interest of Canada. However, they 
would not accept as much government intervention in economic affairs as 
would the "strong nationalists." 

leds The remainder which have different underlying attitudes but 
with similar positions on foreign investment are placed in three groups. 
These are the "non-nationalists" and the "unconcerned" who have little 
opinion one way or the other about foreign investment. Finally, at the 


extreme of the spectrum are the "internationalists" who believe that, 


‘ See J. Fayerweather. Foreign Investment in Canada: Prospects for National 
Policy. topouto: Oxford University Press, 1973. pp. 39-47, for a complete 


discussion of this spectrum and the classifications therein. 
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eventually, economic life will be very closely integrated over the whole 
continent. They do not see anything harmful about foreign investment. 
sia Foreign investment in Canada cannot be studied in a vacuum. 
It is not a matter that can be clinically isolated and analyzed in detail 
without regard to implications for the whole of the Canadian economic and 


social environment. Foreign investment is but one variable enmeshed in 


the total complexity of Canada's economic and social institutions and 


processes. 
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4.15 Figure 1.1 shows that it is not possible to make a decision 

in one area, such as foreign investment, without experiencing a whole host 
of effects in other areas. The interaction and interrelationship of 
objectives, concerns and constraints serves to illustrate the complexities 
of making decisions on foreign investment. 

de As an example, can Alberta's resource-based economy be broaden- 
ed by the growth of secondary and tertiary industry in the province without 
foreign investment? Can a petrochemical industry of global scale be created 
in Alberta without foreign investment? If the broadening of our resource- 
based economy cannot be accomplished without foreign investment, if a global 
scale petrochemical industry cannot be developed without foreign investment, 
which goals are more important: the goal of more Canadian ownership or the 
goal of industrial diversification? Recent erent hon. suggests that 
Canada may be threatened with the loss of her self-sufficiency in crude oil 
production toward the end of the 1970's. Under such circumstances decisions 
will have to be made as to oe the goal of greater Canadian ownership 

in the mineral fuels sector of the economy is more important than a goal of 
continued self-sufficiency in crude oil production which might only be 
accomplished through extensive injections of foreign capital. 

i ek Legislation dealing with foreign investment should not be con- 
sidered in isolation and without regard to trading partners since inter- 
national trade and capital flows are inextricably interrelated. Our 
twentieth century "global village'' is characterized by a high degree of 
interdependence in economic activity. The Middle East conflict, the sub- 
sequent oil embargo, the acceleration of oil prices and the resulting 


disruptions of many national economies, inflation and shifts in economic 


The Petroleum Industry and Canada. Prepared by the Canadian Petroleum 


Association and the Independent Petroleum Association of Canada. 
September, 1974. 
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power sharply illustrate the reverberations which can arise out of a uni- 
lateral decision by a nation or group of nations. 

Pets From a provincial point of view there are additional constraints 
on decisions to the control of foreign investment. Constitutional consider- 
ations arising out of the allocation of power and authority under The 
British North America Act limit the provinces' independent action. 

ui 1) From an individual point of view, what does a reduction of 
foreign investment in Canada and in Alberta mean to the level of income for 
Albertans? Will a reduction in foreign investment reduce job opportunities 
and perhaps even limit the nature of those job opportunities? Will Albertans 
be adversely affected by the range of goods and services available to them 
at affordable prices? Will a reduction in foreign investment allow the 
Provincial Government to maintain taxes at an acceptable level and provide 
desired services, employment and business opportunities? 

LZ In the chapters of this Report which follow, the Committee 
studied and considered certain statistical data. These statistics can 
produce a variety of judgments as to their interpretation and meaning. 
However, the interpretation of the data available about foreign investment 
is straightforward indeed when compared to evaluations of the consequences 


of proposed actions to deal with foreign investment. 
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CHAPTER II 


Foreign Investment in Canada: Quantitative Analysis 


Zak The concept of foreign ownership and control selected by the 
Committee is that a company is considered to be foreign owned if 50 per 
cent or more of its voting rights are owned by non-residents either 
directly or through Canadian corporations which are, themselves, foreign 
owned. 

BEL The foregoing definition is used to compile statistics under 
the authority of The Corporations and Labour Unions Return Act (CALURA) -. 
The CALURA data is the most comprehensive and complete source of all 
official statistics dealing with foreign investment in Canada. 

ig) CALURA classifies each corporation according to the percentage 
of its voting rights which are owned by non-residents, either directly or 
through Canadian corporations, and the whole of the corporation is assign- 
ed to this particular degree of foreign ownership. Corporations where 
greater than 50 per cent of their voting rights are owned by non-residents 
are considered foreign owned. 

2.4 The concept of foreign control as used by the Committee is one 
of potential control through ownership of voting rights. It does not 
purport to measure the extent to which control may be exercised by foreign- 
ers through other means such as ownership of corporate debt capital; 
licensing and franchise arrangements; monopolistic marketing arrangements 
through supply, purchase and management contracts; minority holdings of 
voting rights particularly if widely diffused; voting trusts and sharehold- 


er agreements. 


: See detailed discussion, CALURA. Report for 1971. Statistics Canada, 
1O7Acrepl nbe . 
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pgs: It should be noted that The Foreign Investment Review Act pro- 


vides a different concept of foreign control than does CALURA. This more 
recent legislation presumes that corporations incorporated in Canada or 
elsewhere are foreign controlled if 25 per cent or more of the voting 
shares of a corporation, whose shares are publicly traded, are owned by 
foreigners. Private corporations, whose shares are not publicly traded, 

are presumed foreign controlled if 40 per cent or more of the voting shares 
are owned by foreigners. If 5 per cent or more of the voting shares of a 
corporation whose shares are publicly traded are owned by any one individual 
the corporation is also presumed to be foreign controlled. In the case of 
a corporation whose shares are not publicly traded the presumption arises 
where 20 per cent of shares are owned by one individual. Although these 

are interesting definitions, no statistics have been compiled on the basis 
of these definitions. 

26 Statistics available to those who wish to identify how much of 
our economy is foreign owned do not provide a provincial analysis. Instead, 
the data is reported for each industry in Canada. In any event, because of 
the evolving nature of the Alberta economy, it is useful to consider foreign 
ownership in the total Canadian context. This chapter reviews the Canadian 
statistics while Chapter III is directed specifically to the Alberta scene. 
Lak With respect to the Canadian statistics, the Committee was un- 
able to obtain current data. The only complete data available contains a 
three-year lag, the most recent applying to 1971. As well, when the 1971 
data was published, some of the data was revised for earlier years. The 
revisions, which probably reflect more comprehensive data collection, were 
significant in several instances. 


2.8 Foreign ownership statistics as provided by CALURA are primarily 


hS 


intended to measure corporate business eee ray They exclude unincor- 

porated businesses (this would encompass the majority of farming operations). 

Although small private corporations are generally included in the statistics, 

they are not required to report to CALURA?. Certain government activities 

in the areas of education, health and welfare, public utilities and housing 

are omitted from the statistics. 

ae The statistics which the Committee uses in this Report do not 

show foreign ownership in relation to all Canadian business and government 

economic activity, but relate foreign ownership to corporate activity only. 

In a like manner, Table 2.1, for instance, shows foreign ownership in agri- 

culture, forestry, fishing and trapping only in relation to the corporate 

activity in that industry. Foreign ownership would represent a much small- 

er proportion of the total industry than Table 2.1 indicates. 

Me bD Foreign ownership and control of the Canadian economy can be 

measured in terms of many indicators (number of corporations, assets, 

equity, sales and book profits) each of which has its own unique character- 

istics and relevance. The measures differ significantly in the indication 

which they provide for foreign ownership and control. 

Dad Table 2.2 illustrates the differences in the indicators. In 

1971, 14 per cent of mining corporations were classified as foreign owned 

yet they recorded 70 per cent of sales and 75 per cent of net book profits 

while employing 64 per cent of assets in the industry. Taken together, 

these indicators suggest that in the mining industry the average foreign 

firm is larger than its Canadian counterpart and has an even larger sales 

volume. However, if the number of corporations is used as the only indi- 

cator, an incomplete if not misleading impression of foreign ownership may 

be imparted. 

p 5 : : vere 

3 see detailed digcussion,.CALURA«s, Reportdfor 197iiacStatistics Canada, 1974. p. 62. 
Corporations with assets and gross revenues of less than $250,000 and $500,000 


respectively are exempted from reporting under the Act and are recorded in the 
Statistics as "unclassified." 
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pA Pas hy Table 2.9 shows that in the non-financial industries there are 
a relatively small number of foreign corporations, 5,726 in 1971, compared 
to a total of 152,849 corporations. Foreign corporations represented only 
4 per cent of all corporations. However, it must be noted that 111,854 of 
the total corporations are identified as "unclassified" by CALURA. These 
possess only 5 per cent of all industry assets. If the statistics are 
adjusted accordingly, foreign firms would represent about 13 per cent of 
the larger and more active firms. On this adjusted basis the assets of 

the average non-financial foreign firm would amount to about $9,000,000 com- 
pared to approximately $2,500,000 for the average Canadian firm. The foreign 
firm in 1971 was roughly four times the size of the Canadian firm in terms 
of assets. 

Pas Me The proportion of foreign ownership to Canadian ownership has 
changed very little in five years. In 1967, the assets of foreign-owned 
corporations in all industries totalled S45.1 billion (?tapler eee). ies 
was 24 per cent of the total Canadian corporate assets in all industries 

in 1967. The most recent data available for 1971 indicates that the assets 
of foreign-owned corporations in all industries, including all financial 
firms, had increased to $67.3 billion, while the proportion remained con- 
stant at 24 per cent. The relative share of foreign-owned assets over the 
1967-1971 period, whether in terms of total non-financial industries or 
total all industries, has remained substantially unchanged at approximately 
34 per cent and 24 per cent respectively. 

2.14 On an industry basis, mining has shown a slight increase in 

the proportion of foreign ownership according to all indicators (Table 2,2). 
Construction and wholesale trade both show increases, particularly in 1971. 
However, these preliminary data may be adjusted later and should not be 


relied upon as trend indicators. Other industries do not show evidence 
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of much change in the relative proportion of foreign ownership although 
the absolute amount of foreign ownership has increased. 

UES OS) Table 2.12 has been arranged to allow eesier ranking of indus- 
tries according to their degree of foreign ownership and also in terms of 
their size as reflected by quantity of assets. Mining ranks the third 
largest in terms of assets but shows the greatest proportion, 64 per cent 
of assets, of foreign ownership. Manufacturing ranks first in assets and 
has the second highest degree, 58 per cent of assets, of foreign ownership. 
Wholesale trade ranks third in terms of foreign ownership with 31 per cent 
of assets owned by foreign companies. 

Zo LO Table 2.13 illustrates that within the broad category of manu- 
facturing there is a wide range of degree of foreign ownership depending 
upon whether the reference is to petroleum products (100 per cent of assets 
foreign owned) or printing and publishing (9 per cent of assets foreign 
owned). Petroleum products manufacturing is, statistically, owned to such 
a large degree by firms classified as foreign that Canadian ownership 
appears insignificant. 

Ze As would be expected, the majority of foreign ownership is 
attributable to United States investors. In 1971, almost 75 per cent of 
foreign-owned assets were owned by Americans. Similarly, 75 per cent of 
foreign corporations, 4,394 out of 5,883, were classified as United States 
owned. 

terol 3) Canada is one of the major debtor nations of the world. At 
the end of 1973 gross liabilities amounted to $63 billion. At the same 
time, Canadians owned assets outside of Canada valued at $30 billion, 

just less than one-half of liabilities. 

2.19 The growth of the Canadian debt has been fastest during those 


periods when the Canadian economy was expanding most rapidly. Despite 
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the pace at which our debt has increased, if adjusted for price changes 
and related to our productive capacity, the relative burden of Canada's 
debtor position has declined substantially from its peak in the early 
sixties." -Table 2.14 illustrates’ the: growth,” the’ peaking and the decline 
of the relative debt burden expressed as a percentage of gross national 
product. From a high of 44.7 per cent in 1961, Canada's net indebtedness 
expressed as a percentage of its gross national product declines to 27.3 


péry cent sine 1973 
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TABLE ez. L 


AGRICULTURE, FORESTRY, FISHING AND TRAPPING 


Foreign Ownership 
by Number of Corporations, Assets, Equity, Sales and Net Book Profits 
9 Ofte et 


(millions of dollars) 


1967 1968 1969 1970 1971. 
Number of Corporations 
Total (No.) 4,933 5,393 5,794 6,637 1023 
Foreign (No.) 69 73 83 88 95 
ce) 1 1 ile 1 i 
Assets 
Total ($) 1,014 1335 1,340 1515 13653 
Foreign ($) 140 143 209 203 222 
(%) 14 is) 16 13 13 
Equity 
TotaL ($) 391 434 488 536 568 
Foreign (S$) 108 104 143 145 146 
(%) 28 24 29 27 26 
Sales 
Total (S$) : 785 858 982 1,139 1,231 
Foreign ($) 60 72 85 86 99 
(%) 8 8 9 8 8 
Net Book Profits 
Total ($) 27 41 54 ae: 51. 
Foreign ($) 2 5 Tt 15 9 
(%) 7 12 20 29 18 


SOURCE: CALURA. Report for 1971. Statistics Canada, 1974. pp. 70 — 79. 


Number of Corporations 


Total 
Foreign 
Assets 


Total 
Foreign 


Equity 
Total 
Foreign 

Sales 


Total 
Foreign 


Net Book Profits 


Total 
Foreign 


(No.) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


SOURCE: CALURA. 


Report for 1971. 
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TABLE 2.2 


MINING 


Foreign Ownership 
by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


1967 =e197e 


(millions of dollars) 


1967 


3,467 
398 
11 


10,550 
6,153 
58 


6,524 
3,428 
52 


3,653 
2,007 
55 


730 
346 
47 


1968 


3,663 
437 
12 


11,200 
6,804 
60 


1969 


554.0 
473 
i3 


13,909 
9,039 
65 


Statistics Canada, 1974. 


1970 WOTL 


S745) 3,740 
483 507 


13 


15,281 17,367 
9,690 11,031 


63 


9,740 10,525 
5,912 6,544 


61 


5 731 os bdet23 
3,849 3,983 


67 70 
1,234 955 
788 712 
64 75 


pp. 70 = 379) 


TABLE 2.23 


MANUFACTURING 


Pah 


Foreign Ownership 
by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


1967 — 1971 


(millions of dollars) 


Number of Corporations 


Total 
Foreign 


Assets 


Total 
Foreign 


Equity 


Total 
Foreign 


Sales 


Total 
Foreign 


Net Book Profits 


Total 


(No.) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 


Foreign ($) 


SOURCE: 


(%) 


CALURA. 


Report for 1971. 


1967 


20,709 
2,042 
10 


40,196 
22,906 
57 


20,460 
12,266 
60 


44,569 
23,684 
53 


3,007 
14833 
61 


Statistics Canada, 1974. 


1968 


20,856 
25155 
10 


42,980 
25,085 
58 


21,640 
13,265 
61 


48,109 


26,229 


55 


3,467 
2,194 
63 


1970 1971 
22,081 21,998 
2,385 2,308 
Li 10 
GH, 325 2 4-90,129 
27,576 28,953 
58 58 
23), 169 24,652 
14, 306 »..25,151 
62 62 
53, 2. BIOs OU 
29,474 33,115 
55 56 
2,876 3,683 
1,770 2,340 
62 64 

pp. 70 — 79. 


Number of Corporations 


Total (No.) 
Foreign (No.) 


(%) 


Assets 
Total (S$) 
Foreign ($) 
(%) 

Equity 
Total ($) 


Foreign ($) 
(%) 


Sales 


Total ($) 
Foreign ($) 
(%) 


Net Book Profits 


Total (S) 


Foreign (S$) 
(%) 


SOURCE: 


CALURA, \ ‘Report tor 197i: 
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TABLE 2.4 


CONSTRUCTION 


Foreign Ownership 
by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


1967 - 1971 


(millions of dollars) 


1967 


16,189 
152 


1968 


17,694 
142 


8, 300 


hed 


304 
41 
ds 


1969 


19,203 
¥53 


1,531 


8,737 
1,051 
12 


297 
Sy! 
17 


Statistics—Canada,-1974. 


1970 age 
pS Ae appa a3 I Ze 
177 178 
a HL 
6,590 7,304 
1,000 1,188 
5 16 
T09 1,708 
165 234 
10 14 
5 a a 9,957 
HAS Wy oo) 1,410 
13 14 
230 370 
30 44 
13 12 
pp. 70.-= 7/3. 


TABLE 2.9 


ULILITLLES 
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Foreign Ownership 


by Number of Corporations, q y, Sales and Net Book Profits 


Assets, Equit 
L674 TOT) 


(millions of dollars) 


Number of Corporations 


Total 
Foreign 
Assets 


Total 
Foreign 


Equity 
Total 
Foreign 

Sales 


Total 
Foreign 


Net Book Profits 


Total 
Foreign 


SOURCE: 


(No.) 
(No.) 
(4) 


($) 
($) 
(%) 


($) 
($) 
(4) 


($) 
($) 
(%) 


($) 
($) 
(%) 


CALURA. 


Report for 1971. 


le lews 


Statistics Canada, 1974. 


1968 


1970 Lo 7S. 
SMO VAS) 9,062 
244 Zou 
3 3 
39,217 42,561 
PFSse 22355 
5 6 
12 105 13 326 
643 858 
5 6 
11,649 12,790 
957 1,105 
8 9 
a, LOL Lo 24) 
129 154 
1 12 

mp. 70°—_ 79. 


TABLE .2.6 
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WHOLESALE TRADE 


Foreign Ownership 
by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


TOs eto 


(millions of dollars) 


Number of Corporations 


Total 


(%) 


Assets 
Total (S$) 
Foreign ($) 
(%) 

Equity 
Total (S$) 


Foreign ($) 
(%) 


Sales 


Total (S$) 
Foreign ($) 
(%) 


Net Book Profits 


Totak (S$) 


Foreign (S$) 
(%) 


SOURCE: 


(No.) 
Foreign (No.) 


CALURA. 


Report ‘for 1971. 


1967 


20,514 


F006 
26 


745 
148 
20 


Statistics Canada, 1974. 


1968 


22 09 
6,163 
27 


3) 4 
178 
30 


23,099 
5,799 
25 


625 
170 
27 


1970 1971 
24,844 25,099 
Ue47 =| Wa 1 
6 6 
12,457 14,057 
30356. Laser 
27 31 
3pod S08. 4h 2 
1,001 1,475 
25 31 
24,553 27,014 
6,412 7,438 
26 28 

613 922 
174 270 

28 29 


pps u/ Ol ayo. 


Number of Corporations 


Total 
Foreign 
Assets 


Total 
Foreign 


Equity 
FotalL 
Foreign 

Sales 


Total 
Foreign 


Net Book Profits 


Total 
Foreign 


(No.) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 


($) 
(%) 


($) 
($) 
(%) 


($) 


($) 
(%) 


SOURCE: CALURA. 


Report for 1971. 
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TABLE vad 


RETAIL TRADE 


Foreign Ownership 
by Number of Corporations, Asse 


ts, Equity, Sales and Net Book Profits 


RIO = ATA 


1967 


16,637 


a a 


17 


830 
124 
15 


(millions of dollars) 


1968 


18,415 
3,423 
19 


846 
150 
18 


Statistics Canada, 1974. 


153 166 
15 15 
pp. 70 - 79 
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FABLE? 27.6 


SERVICE INDUSTRY 


Foreign Ownership 


by Number of Corporations, Assets, Equity, Sales and Net Book Profits 
TISG67.=19S EE 


(millions of dollars) 


1967 1968 1969 1970 E974 
Number of Corporations 
Total (No.) 23,184 24,861 26,760 28,664 30,783 
Foreign (No.) 334 360 450 503 5ZZ 
(%) i 1 2 2 2 
Assets 
Total ($) 4,240 4,784 ei 6, 2245 65935 
Foreign ($) 744 962 1,330 1,394 b,562 
(%) 18 20 23 22 22 
Equity 
Total ($) 1,434 be, 672 2,034 2,145 2,294 
Foreign ($) 313 448 555 ps Blow) 
(%) 22 Be pAy 26 25 
Sales 
Total ($) 4,157 4,574 5, £95 Syae 2c 4 6,480 
Foreign ($) 667 736 896 1,094 163 
(%) 16 16 Ne 19 18 
Net Book Profits 
Total ($) 205 298 334 333 417 
Foreign ($) 64 92 97 git! 12 
CZ) 25 3f 29 33 29 


SOURCE: CALURA. Report for 1971. Statistics Canada, 1974. pp. 70 - 79. 
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TABLE 2.9 


NON-FINANCIAL INDUSTRIES 
Foreign Ownership 


by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


Number of Corporations 


Total 
Foreign 


Assets 


Total 
Foreign 


Equity 


Total 
Foreign 


Sales 


Total 
Foreign 


Net Book Profits 


Total 


(No.) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 


Foreign ($) 


SOURCE: 


(%) 


CALURA. 


Report for 1971. 


L967 LO: 


1967 


122,375 
4,614 
4 


108,495 


107,459 
56,256 
34 


6,766 
2,647 
39 


(millions of dollars) 


1968 


129, 381 
4,903 
4 


116,868 
39 817 
34 


49,749 
has Fa J) 
40 


116,257 
40,713 
35 


7,356 
3,207 
44 


1969 


138,176 
5,443 
4 


127,864 
43,653 
34 


54,199 
22,460 
41 


126,453 
45,136 
36 


7,817 
3,552 
45 


Statistics Canada, 1974. 


1970 1971 
1497), 123 AS2,649 
5,705 5,726 
4 4 
13V 5695 449,172 
46,888 51,745 
34 35 
57,533 61,876 
23,689 26,010 
41 42 
133,646 146,476 
47,329. 4/93, 469 
35 36 
7,468 8,763 
3, 170 3,537 
42 44 

pie TO =, tos 


by Number of Corporations, Assets 


Number of Corporations 


Total 
Foreign 


Assets 


Total 
Foreign 


Equity 


Total 
Foreign 


Sales 


Total 
Foreign 


Net Book Profits 


Total 


(No.) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 


Foreign ($) 


SOURCE: 


(%) 


CALURA. 


Report. ctor. oy. 
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TABLE 2.10 


FINANCE 


Foreign Ownership 


» Equity, Sales and Net Book Profits 
LO OS aero 


1967 


(millions of dollars) 


1968 


63,5278 
1,666 
3) 


89 , 762 
11,482 
13 


207,495 
a ei92 
24 


7,950 
943 
12 


1,734 
334 
19 


1969 


69,189 
1,829 
3 


102,343 
12,478 
12 


23,701 
yea 
24 


9,647 
944 
10 


2,134 
385 
18 


Statistics Canada 1974. 


13770 


75,440 
1,934 
3 


113,638 
14,119 
12 


26, 359 
6,604 
25 


10,858 
1,190 
11 


2,065 
388 
19 


126,343 
15,580 
1s 


28,113 
7,382 
26 


11,532 
1,280 
11 


2,810 
526 
19 


DD P10" = ero 


29 


TABLE (25:20 


ALL INDUSTRIES 
Foreign Ownership 


by Number of Corporations, Assets, Equity, Sales and Net Book Profits 


Number of Corporations 


Total 
Foreign 
Assets 


Total 
Foreign 


Equity 


Total 
Foreign 
Sales 


Total 
Foreign 


Net Book Profits 


Total 
Foreign 


SOURCE: 


(No. ) 
(No.) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


($) 
($) 
(%) 


CALURA. 


Report for 1971. 


1967 


182,704 
6,145 
3 


187,877 
45,062 
24 


66,079 
22,435 
34 


114,327 
36,908 
32 


8,203 
2,942 
25 


19677-21971 


(millions of dollars) 


1968 


192,659 
6,569 
3 


206, 630 
51,299 
25 


71,244 
25,191 
35 


124,207 
41,656 
34 


9,090 
3,541 
aE 


Statistics Canada, 


1969 


207,365 
Teg 
4 


230,207 
56,131 
24 


77,900 
23519 
36 


136,100 
46,080 
34 


ee een’ 
S957 
29 


1974. 


1970 1971 
Zl2 e503 - 251,504 
75639 7,683 
6 3 
250,832 275,544 
615007 . 675325 
24 24 
835.029 88,989 
30,293 5 ieee 
36 37 
144,504 158,008 
48,506 54,449 
34 34 
95533 11,573 
3,558 4,343 
33 29 

pp. /0.— 79. 


Forestry, 
Fishing & 
Trapping Mining 
Yo. of Corp. 
Total (No.) 7,023 3 
Foreign (No.) 95 
(%) 1 
Assets 
Totaie —(S) T5653" 196 
Foreign ($) 222aF 1 1, 
(%) als! 
Equity 
Total ($) Syeysy ala) 
Foreign ($) 146 6, 
(%) 26 
Sales 
Total ($) 1,231 a; 
Foreign ($) 99 3, 
(%) 8 


Net Book Profits 


Total 
Foreign 


Agriculture, 


($) 
($) 
(%) 


SOURCE: 


CALURA. 


740 
407 
14 


367 
031 
64 


ya) 
544 
62 


723 
983 
70 


955 
712 
75 


30 


TABLE 2.12 


NON-FINANCIAL INDUSTRIES 


Foreign Ownership 


by Number of Corporations, Assets, Equity, Sales and Net Book Profits 
ao yal: 


(millions of dollars) 


Manu- 


facturing 


21,998 
2,308 
10 


a0; 129 
28 5953 
58 


24,652 
BS, 151 
62 


58,780 
33.15 
56 


3,683 
2,340 
64 


Constr. 


Report: for L971. 


Utilities Trade Trade 


12,790 . 27,014 24.502 
1, 150" 997,438 sear ess 


9 28 20 
1,241 922. wiisizs 
154 270 166 
12 29 ihe 


Statistics Canada, 1974. 


otal 

Service Non- 
Industry Financial 
30,763 152,849 
522. 52720 
2 4 
6,935 149 ,172 
1,562 51,745 
ae SS 
2,294 61,876 
567 26,010 
25 42 
6,480 146,476 
1,163 53,169 
18 36 
417 8,763 
12:2 we ad 
29 44 

pp. 70-79. 


Si 
TABLE 2.13 


NUMBER, ASSETS, EQUITY, SALES AND NET BOOK PROFITS OF FOREIGN-OWNED CORPORATIONS 
RELATED TO MANUFACTURING FIRMS IN CANADA, 1971 


(mitlions of dollars =: “per! cent! of Canadian. total) 


Net Book 
Number Assets Equity Sales Profits 

Manufacturing. rd S 7 S 7. S te S g 
Food 223 9 2 Oo ate 9357) 30 27,5008 L34 207 158 
Beverages 262 G1L0 is) jane LL0 We 460 32 ays Deere) 
Tobacco products 16.370 654 85 S70) SF 401 78 70 99 
Rubber products 30". 2 D0, 33 S037 95 ViShey Spt 66 90 
Leather products 25 7 SOs 2 a25 z25 29 OOR 2k Db 29 
Textile mills 84 13 850 ~ 54 Bo) Oo Joi. od 72 72 
Knitting mills Zi 8 Sie 22 34° 928 68 16 yA 
Clothing mills 41 5 Cores Ged wale 128 9 7 abd 
Wood industries 84 iS, 676 34 170 “28 501 25 ie 24 
Furniture industries 30 3 94 20 dl ts To 16 6 46 
Paper and allied 

industries 99 21 3yo04 45 Yolo a 2,039 42 uo 21 
Printing, publishing 

and allied industries 58 Z iy 5) res) 8 dS) 0 apne it 18 10 
Primary metals 65-415 1960 42 874 38 i510 38 #4 25 
Metal fabricating Ce ti Wa LL67) 42 608 49 as, 93 43 139 55 
Machinery DLO 202 2 1p DDO wD 869 82 2AV99- TT l7o~ 94 
Transport equipment Lod Zi 3,448 82 Vs OO jf WS eS pi B25 191 
Electrical products Z03 - 30 1663. 267 SoZ. 72 ZOU. 103 De CO fo 
Non-metallic mineral 

products 88 9 te 207 16) 668 70 S20, Sod de 74. 
Petroleum and coal 

products 2). 49 6, 00 1100 3,884 99 se pe a 1 | 27 OS 
Chemical and 

chemical products 2925. Bo AAG OMT he 1,466 88 A Sn Uae 231 %6 
Misc. manufacturing 7 faa 8) ee wre S27 ay O22. OV 7] 61 
TOTAL MANUFACTURING 25343" LL LI Lea. OO 15, 402 ~ 62 55,505 7 2,450 66 


SOURCES?" ‘CALURAS . Report for i971. § Statistics Canada, 1974. ‘ppa 100-119. 


32 
TABLE 2.14 
CANADA'S BALANCE OF INTERNATIONAL INDEBTEDNESS 
SELECTED YEAR-ENDS 
LOSO-— 19793 


(billions of dollars) 


Gross Gross Net 
Liabadities tho External Net Indebtedness as 
Other Countries Assets Indebtedness Percentage of GNP 
1950 10.4 She. eas Lae 
E955 TTL Prk 8.0 2 Ore 
1960 20 8.9 L6.6 Ae 
1961 Zh ed 950 Ld Tey | 
1962 28.8 TORE 1687 AS 30 
1963 3055 10.9 19.6 42.6 
1964 Seis 5 as 20.4 40.6 
1965 Sleyys: L239 oD ate 40.4 
1966 38.0 14.0 24°50 38.8 
1967 40.8 L535 2S B8e1 
1968 44.4 18.2 2022 36.1 
1969 48.8 2h 28a 353 
1970 ny ae | pao ES 2029 3323 
1973p 63.0 30.50 32725 24 wo 


NOTE: p - Preliminary estimates by Statistics Canada. 


SOURCE: Statistics Canada, Daily ofeApril 17471974, 
Canada's International Investment Position, 1926-1967 (67-202). 
Quarterly Estimates of the Canadian Balance of International 
Payments, Fourth Quarter 1973 (67-001). 
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CHAPTER III 


Foreign Investment in Alberta 


ae In Chapter II, the Committee relied on CALURA to determine the 
level of foreign investment in Canada. Although lacking in certain respects, 
the statistics provided by CALURA for Canada are superior to statistics 
available for a similar analysis for Alberta. Information for Alberta on 

the basis of numbers of corporations, assets, equity, sales and book profits 
was not available. For its analysis of Alberta, the Committee relied on 
corporate taxable income statistics. 

ae Conclusions drawn from statistics on corporate taxable income 

are subject to a large margin of error. First, in the case of corporations 
whose activity transcends provincial boundaries, allocation of taxable income 
as among the provinces is based on an administrative fornia The formula 
allocates taxable income to a particular province on the basis of the gross 
revenue earned and salaries and wages paid by a corporation in that particu- 
lar province. Second, non-corporate business, non-taxable government corpor- 
ations and corporations sustaining losses are excluded from these statistics. 
Third, since taxation is used not only as a means of collecting revenue, but 
also as an instrument of government economic policy, taxable income occasion- 
ally bears little resemblance to the original measurement of performance - 
book profit. Fourth, no change in trend can be assumed from annual fluctu- 
ations in these statistics since different corporations have different fiscal 
periods and have certain flexibility in terms of the inclusion or exclusion 
of items of both income and expenses in their financial reporting for tax 
purposes. Notwithstanding their inaccuracy in other respects, these statis- 
tics do identify the proportion of taxable income earned by foreign-owned 


and controlled corporations for each province and permit certain conclusions. 


Corporation Taxation Statistics. Catalogue 61-208 Annual 1969. 
Statistics Canada. pp. 20-21. 
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FIGURE 3.1 


PROPORTION OF PROVINCIALLY ALLOCATED TAXABLE INCOME DECLARED 
BY FOREIGN-CONTROLLED FIRMS, BY COUNTRY OF CONTROL, NON-FINANCIAL INDUSTRIES 
bs fe 


Ih ° 


60 -— 60 


Other Foreign 
Autres étrangers 


United Kingdom 
Royaume-Uni 


United States 
Etats-Unis 50 


Alberta Manitoba 


Nouvelle-Ecosse 


Colombie-Britannique 


| 

| | 

Québec Nova Scotia 
| 


| 
British Columbia 
| 
| 
| 


Canada Ontario Saskatchewan Newfoundland New Brunswick Prince Edward Island 
Terre-Neuve Nouveau-Brunswick  lle-du-Prince-Edouard 


SOURCE: CALURA. ’"Report “for 197f. “Statistics -Ganaday 197 4.-—p os 
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BiG The most recent statistics available are for 1971. Figure 3.1 
shows in that year the proportion of corporate taxable income allocated to 
each province and Canada which is attributable to foreign-controlled firms 
in the non-financial industries. Of all provinces, Alberta received the 
highest proportion of its corporate tax from foreign-controlled firms. 
Alberta's 56 per cent compares with 52 per cent for Ontario, the second 
highest, and 47 per cent for Canada. It is interesting to compare these 
Statistics with those in Table 2.9 of Chapter II. That table shows that 
net book profits of foreign-owned firms in the non-financial industries 
were 44 per cent of total net book profits for all firms in that group for 
1971. Foreign-owned firms in this category with 35 per cent of the assets, 
42 per cent of the equity, 36 per cent of the sales, made 44 per cent of 
the net book profits and declared 47 per cent of the taxable income. 

3.4 Figure 3.1 also reveals that of all foreign-controlled firms 
operating in Alberta, American firms are most dominant, accounting for 48 
per cent of all corporate taxable income allocated to Alberta and 
approximately 86 per cent of all taxable income attributable to foreign 
corporations. 

ES) Statistics on provincially allocated taxable corporate income 
also provide insight as to the degree of foreign corporate activity in 
each industrial group. Table 3.1 indicates that for the Prairies and 
Alberta the presence of foreign corporations was greatest, both relatively 
and absolutely, in manufacturing and mining, and lowest in agriculture, 


forestry and fishing. 
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TABLE 3.1 
TOTAL CANADIAN TAXABLE INCOME, TAXABLE INCOME ALLOCATED TO THE PRAIRIE: REGION/ALBERTA 
AND THE PROPORTION OF TAXABLE INCOME IN EACH CATEGORY 
ATTRIBUTABLE TO FOREIGN CORPORATIONS (by INDUSTRIAL GROUP for 1965-1971) 


(millions of. dollars) 


Taxable Income - Canada Taxable Income - Prairies Taxable Income - Alberta 


Total Foreign Total Foreign ota Foreign 

priculture, 
orestry & 
ishing 

1965-69%* 28.14 4.8 8.26 ers - ee 
1970 49.0 4.6 92 ee 6.4 ak 
1971 49.6 y<6 11.8 x Sab x 
ining 

1965-69%* 194.38 12403 56. 12 44.4 - 

1970 340.6 2264 108.4 OF ae. i ee TO 
1971 221d tA5 21 90.6 76.9 G2, 4 W2ie5 
anufacturing 

1965-69% ue RS BOI ©: Tseto'. 5 204.86 121.88 - - 
1970 2go0 1 eo 1,394.9 23329. LAO sb 139% ULE e 
1971 ZOU 55 j PROP we Beal 6 294.8 198.6 Lire? LZaeo 
onstruction 

1965-69%* 188.0 B6.5 B9met 8.92 - - 
1970 OD 36.6 49.0 owe 32:26 Ca 
1971 346.5 erie t on hes! x LET 
tilities 

1965-69%* B19 S72 - D204 20.06 ~ - 
1970 629.4 $3329 A Oy Een B97 79.4 2.) 
OTL 586.4 L655 14556 Wise 89.8 49.5 
holesale Trade 

1965-69%* 480.58 RGA. Li 74.1 26.36 - - 
1970 647.4 184.0 86.1 2346 48.7 Gs Palk 
1971 S01 30 264.0 LOORZ S59 5520 76 
etail Trade 

1965-69%* 339.57 119.9 62.84 39.82 - - 
1970 516.0 1 eed 94.8 33.8 5355 Lio 
1971 556.5 Pac. 3 99.5 3a h 56.2 16.8 
ervices 

1965-69%* 152 232 5a. 26,32 8.84 - ~ 
1970 334.6 83.0 Spe! 2, 2 36.0 83.3 
1971 S67 a5 So... £ 68ek ZR? 40.0 Co 
OTAL 

1965-69%* 4,274.88 1,856.0 599 B/7 ZZ SO - - 
1970 517 AES 2.209% Sax 764.1%*% 357.5%* 472.8%* 243 .8%* 
1971 D5 FIO. cL ER E.2 OOO oee 873.1** 450.2%* 553.955 308.8%** 
OTE: -— Statistics not *available. 


* Statistics for 1965-69 are an average for those years. 
x Confidential. 
** Excludes total finance. 


OURCE: .CALURA, Report for 1968.. Statistics, Canada; 1970. ‘op..164-167. 
CALURA. Report for 1970---Statistics Canada, 1973. pp. 204-205. 
CALURA. Report for 1971. Statistics Canada. 1974. opp. 146-147. 
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3.6 With 5$90..6. million outo£ va totals of $221.1 milidton;!almost41 
per cent of the 1971 Canadian total corporate taxable income in mining was 
allocated to the Prairie region. Of this, $76.9 million, or approximately 
85 per cent, was attributable to foreign corporations. Alberta received 

the major share, $82.4 million out of a total $90.6 million allocated to 

the Prairie region. Foreign corporations contributed almost 88 per cent 

of Alberta's corporate taxable income from the mining industry group. 
Foreign corporate contributions to the Canadian total in mining were rela- 
tively lower at approximately 66 per cent in 1971. 

Se Although manufacturing was the largest contributor of corporate 
taxable income for both the Prairies (1971 - $294.8 million) and Alberta 
(1971 = Sl177.% mibliony ptrebat ivesto <thes*Canadianntétal (19 7Bt=7825807-8 
million), the Prairie and Alberta allocations were small at 10.5 per cent 
and 6.3 per cent respectively. Foreign corporations were prominent in manu- 
facturing, contributiness 198. 6-miblLion <(677% ate rherPradirtevallocation and 
$128.5 million (73%) to the Alberta allocation. Foreign corporate contri- 
butions to the Canadian total were again somewhat lower at approximately 

Op per,.cenkE, in WO7P: 

oeo Although statistics are available by province for each indus- 
trial group, they do not identify the provincial allocation as among sectors 
within each group. As an example, the taxable income attributable to foreign 
corporations in the mineral fuels sector of mining is not disaggregated from 
the total for mining; nor is the taxable income attributable to foreign 
corporations in the petroleum and coal processing sector of manufacturing 
disaggregated from the total for manufacturing. Both of these sectors are 
of great importance to the Alberta economy. To provide insight into the 


allocation of taxable income by sector it was necessary to use statistics 
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for the Prairie region and from these draw certain inferences for Alberta. 
Even then, further deficiencies in taxable income statistics prevent 
accurate analysis since statistics are not available for 1971 and are 
incomplete for 1969 and 1970. 

omg Table 3.2 provides limited information as to the various sectors 
of the mining group, however, certain conclusions may be drawn from this 
information. First, in the Prairie region, the mineral fuels sector accounts 
for more corporate taxable income than any other sector of the mining in- 
dustry. Second, the mineral fuels sector is largely a prairie industry with 
almost all taxable income in Canada from this sector allocated to the 
Prairies. Third, the mineral fuels sector is almost completely dominated 

by foreign corporations. Since Alberta produced, in 1970, 72.6 per cent 

of Canada’s .erude oak 8i.S5eper cent iofeCanada ts natural dass and 40.9 per 
cent,of Canada's eee it can be assumed that the major share of the cor- 
porate taxable income in the mineral fuels sector for the Prairie region 

can be allocated to Alberta. Alberta's continuing role as an energy pro- 


vider for Canada is dramatically illustrated in Figure 3.2. 


2 Canadian Minerals Yearbook, 1970. Department of Energy, Mines & 


Resources, Mineral Resources Branch, Mineral Report No. 20, 1972. 
Diawesure. 
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TABLE 3.2 


MINING (BY SECTOR) 
TOTAL CANADIAN TAXABLE INCOME, TAXABLE INCOME ALLOCATED TO THE PRAIRIE REGION 
AND THE PROPORTION OF PRAIRIE TAXABLE INCOME ATTRIBUTABLE TO FOREIGN CORPORATIONS 
1969 & 1970 


(millions of dollars) 


Canadian Taxable Income - Prairies Taxable Income - Alberta 
Taxable 
Income Total Foreign Total Foreign 
S S S Y, S $ 7, 
Total Mining 
1969 2 Diced: 80.0 70:8-—- 88.5 - - _ 
1970 340.6 108.4 S72 89 of #722 “JOVLLE OVS 
Metal Mining 
1969 NERS) 4730 4352 9736 - - = 
1970 CA oe) x 3254 ~ = ks wc 
Mineral Fuels 
1969 Lo ee 49.8 48.4 97.2 - - = 
1970 OL. 6 DOs - bis _ x 
Other Mining 
1969 Give a Ds ae 952-69 e7 - - ~ 
1970 G1l.2 4 Oe Sud « 4659 - - = 


NOPE! & Contidential. 
~- Not available. 


SOURCE: CALURA. Report for 1969. Statistices Canada; 1972..- pps. 168=L69.. 
GALURA, RKeportifor 1970., Statisticecs) Ganada, 1973.) p. 204. 


100 


PER CENT 
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FIGURE #322 
PERCENTAGE OF CANADIAN ENERGY RESOURCE PRODUCTION ATTRIBUTABLE TO ALBERTA 
fics 
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SOURCE: Energy Resources Conservation Board, Calgary. The Energy Resources 
of Alberta and Canada, A Summary. December 31, 1972. p. 43. 
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3ak0 Table 3.3 summarizes the taxable income allocated to sectors of 

the manufacturing industry in the Prairie region and proportion attributable 

to foreign corporations.. Only.the sectors which have the highest levels of 

taxable income attributable to foreign corporations are included and these 

are listed in order of significance..-In-1970,99./8-per cent of:the taxable 

income of the petroleum and coal products sector allocated to the Prairie 

region was attributable to foreign corporations and 93.8 per cent of the 

chemical and chemical products sector was attributable to foreign corporations. 

It would not be unreasonable to presume that these percentages would apply 

equally to Alberta. 

TABLE3 23 
MANUFACTURING (BY SECTOR) 
TOTAL CANADIAN TAXABLE INCOME, TAXABLE INCOME ALLOCATED TO THE PRAIRIE REGION 
AND THE PROPORTION OF PRAIRIE TAXABLE INCOME ATTRIBUTABLE TO FOREIGN CORPORATIONS 
1970 


(ml itons of dollars) 


Canadian Taxable Income - Prairies Taxable Income - Alberta 


Taxable 
Income Total Foreign Total Foreign 
$ $ $ ri $ $ ys 
“Totai-Manutacturine 2.3/8.1 23329 Paso BOO ef 139.1 ESLS- S452 
Petroleum & 

Coal Products T4053 SO Ae eRe (SL Rs) = - 
Chemicals & 

Chemical, Products” “195.8 gee IO. 9338 - — oe 
Machinery 148.9 13.4 HNL SE (8 ae = = 2 
Electrical Products 120.8 9.6 dw golive - - - 
Transport Equipment Peo eal) 135) LOT 76.5 - == — 
Non-metallic 

Mineral Products Too L025 o. 0 BGs 3 ~ on - 
Paper & Allied 

Industries L5e9 poe bad Gs.) 05.0 - - 
NOTE: - Not available. 


* Sum of the sectors shown does not equal total manufacturing because certain 
sectors omitted from Table 3.3. 


bOURCTS SCALURAS “Kepert for 1970. Statistics. Canada, 1973. p. 201. 
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Souk From its analysis of corporate taxable income statistics the 
Committee is able to conclude that foreign investment, particularly by 
American interests, plays a substantial role in the Alberta economy. 

That role is largest in the mining and manufacturing industries and, in 
particular, the mineral fuels sector of mining and the petroleum and coal 
products and chemical and chemical products sectors of manufacturing. 
Figure 3.3 provides a clearer picture of the relative significance of 
these industries to the overall Alberta economy. It indicates the growth 
in net value of production for various industries in Alberta. The dram- 
atic growth in the mining and construction industries since 1945 is due 
to the development of the mineral fuels sector, and particularly oil and 
gas production. Agriculture was the foremost contributor to Alberta's 
economy until the last half of the 1950's when it was surpassed by con- 
struction, then mining and finally manufacturing. However, in 1973 this 
process was partially reversed when agriculture surpassed both manufactur- 


ing and construction in terms of net value of production. 
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FIGURE 343 
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SOURCE: Alberta Bureau of Statistics. Industry and Resources. Department 
of Industry, Trade and Commerce. 
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32 In comparison with the Canadian economy, Alberta's economy is 
truly a resource-based economy. The most recent statistics in Table 3.4 
indicate that agriculture accounts for 19.2 per cent of Alberta's produc- 
tion compared to 10.1 per cent for Canada. Mining accounts for 41.8 per 
cent of Alberta's production and only 10.5 per cent for Canada. Conversely, 
manufacturing contributes only 17.1 per cent for Alberta but 54 per cent 

for Canada. Alberta's economy is three times as reliant on primary 
resources as is Canada's economy. On the other hand, manufacturing is 


three times as significant to Canada's economy as to Alberta's economy. 


TABLE 3.4 


NET VALUE OF PRODUCTION IN COMMODITY PRODUCING INDUSTRIES 
ALBERTA — CANADA 


Alberta 1971 (3) 1973 (4) 
nao f. h- Of 
$'000 Total $'000 Total 
Agriculture 564,022 14.9 1,130,000 L9%.2 
Mining (1) UR 4195769 38.9 2,456,000 41.8 
Electric Power E1Os 50 2s yal 8 165,000 Zac 
Manufacturing 755,246 19.8 1,004,000 LAL 
Construction 8995412 22-09 1,099,000 LE? 
Other (2) 12,520 0.4 20,000 O28 
TOTAL 3$825;707 100.0 5,874,000 100.0 
Canada 1971 (3) 1973 (4) 
hb iOL paot 
$ "000 Total $'000 Total 
Agriculture 34035,.406) = 7.9 a 292,000 10a 
Mining (1) 3,809,859 oS 5,489 ,000 LOK 
Electric Power Ly 855.5454 4.8 2,476,000 dye} 
Manufacturing 21S 7376 uo 56.2 28,189,000 54.0 
Construction 73380,945 39.01 9,609 ,000 18.4 
Other (2) 9015337 2.3 1,142,000 ae 
TOTAL 383921..156 100.0 52,197,000 100.0 


(1) Includes Gas and Oil. Data relating to the production of "synthetic" 
crude oil (part S.I.C. 064) have been excluded. 

(2) Comprises Forestry, Fisheries and Trapping. 

(3) Source: Statistics Canada, "Survey of Production," 1971. Cat. No. 
61-202. 

(4) Alberta Bureau of Statistics preliminary estimates, based on available 
I9j3-statistice. 
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Bek Since Alberta produces primary products from agricultural and 
mining industries in quantities which require the export of much of its 
production, its economy is more open to international markets than is true 
for Canada as a whole. This is especially significant when coupled with the 
Canadian policy of pricing raw materials at international prices (except in 
the case of crude oil where recently Alberta has not received the benefit 

of higher international prices) while providing tariff protection for manu- 
facturing industries. The shocks and tremors of international exchange 
rates and international demand and supply fluctuations are more quickly felt 
in open economies which produce primary products than they are in manufactur- 
ing economies which enjoy a measure of tariff protection. Hence, the need 
to balance the provincial economy by encouraging manufacturing within the 
province is apparent. This is particularly true in petroleum and coal 
products and chemical and chemical products sectors of manufacturing where 
Alberta enjoys the advantage of supply of raw materials. 

Bee It is inconceivable that the two sectors of manufacturing - 
petroleum and coal products and chemical and chemical products - can be 
developed to their full potential within our province without substantial 
capital eccnents To date, this capital has predominately come from 
beyond Canada's borders. In considering whether or not foreign capital 
should be encouraged to continue to play a major role in these areas, an 
examination of Alberta's mining industry in the context of foreign invest- 
ment is useful since it is an industry dominated by foreign corporations 

and one that is most important to the present economy, accounting for 41.8 


per cent of the net value of Alberta's total 1973 production. 


z "The significance of the petroleum and petrochemical products to the Alberta 


economy is underscored by the bulk of capital expenditures accounted for by 
this sector, $5.58 billion, or about 88% of the total capital expenditure 
for projects completed, under construction and proposed." 

List of Industrial Projects as of June 30, 1974. p. 4. Alberta Department 
of Industry and Commerce. 
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Bes As. noted in paragraph 3.11, the growth of the, mining industry 
in Alberta has been dramatic since 1945. In following the growth of the 
industry since that year it is interesting to compare the population in- 
creases of the three prairie provinces during the 30-year period described 
in Table 3.5. The more than doubling of Alberta's population compared to 
the minimal growth of Manitoba's and the marginal growth of Saskatchewan's 
population suggests that the development of the mining industry in Alberta 
provided new employment opportunities for more than Alberta's natural 
population growth. 
TABLE 3.5 
POPULATIONS OF THE THREE PRATRIE PROVINCES 


(in thousands) 


Alberta Manitoba Saskatchewan 
1941 96 52 729..7 896.2 
li bem 9395) LIS So S3le7 
1956 eat 289 Sick. 850.0 880.7 
1961 eS oLeO 921.7 Sakae Ie 
1966 1,463 22 Tose a ie ee 
1971 162459 988.2 926.2 


SOURCE: Population 1921-1971 Revised Annual 
Estimates of Population, by Sex and Age 


Group, Canada and the Provinces. 
9t=5l2” oeGasional.] “Statistacs. canada. 


356 With approximately 46 per cent of the prairie population in 1971, 
Alberta's allocation of total corporate taxable income in the same year was 
approximately 63 per cent of the total Prairie allocation. Of the taxable 
income attributable to foreign corporations, Alberta's share of the Prairie 
allocation was approximately 68 per cent. In the case of Canadian-controlled 
corporations, Alberta's share was approximately 58 per cent of the Prairie 
allocations 

Scots While these statistics show that foreign investment is consider- 


ably higher in Alberta, both relatively and absolutely, than in the remaining 
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Prairie provinces, it is of interest to note that concurrently Alberta's 
share of domestic investment (as indicated by taxable income of Canadian- 
controlled corporations) was also higher in Alberta both relatively and 
absolutely. This is of particular interest when viewed historically. 
Alberta's economy is younger, especially in comparison with that of Manitoba. 
Although the mineral fuels sector has developed by means of foreign capital, 
Supportive services to this sector have apparently been developed by 
Canadian capital. 

dual G Table 3.6 provides a summary of petroleum and natural gas 
revenues to the Alberta treasury for selected budget years. It includes 
projected revenues of $784.1 million for the current fiscal year. This 
represents 40 per cent of the total projected revenues of $1,934.5 million. 
Of interest is a comparison of actual receipts for the fiscal years 1970-71 
and 1971-72 with corporate taxable income in 1971 declared by corporations 
in the mining industry and allocated to Alberta. The receipts total 

$230.9 million and $270.0 million respectively and the taxable income totals 
$82.4 million. These figures point out that although the corporations in 
the mineral fuels sector are predominately foreign controlled the Province 
of Alberta's receipts from only petroleum and natural gas in this sector 

are three times the taxable income of the corporations in this sector. 

Both the Alberta treasury and the corporations receive their revenues from 
the same source, namely the natural resource. With the recent increase in 
royalties the proportionate share of the province has increased. If foreign 
ownership statistics were presented in this light, namely as a percentage of 
revenues received, the recent increase in royalties would show a proportion- 
ate reduction of foreign ownership in the mineral fuels sector. If foreign 
ownership and control was determined on the basis of income, the Province 


of Alberta would dominate the mineral fuels sector. 
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TABLE 3.6 
SUMMARY OF PETROLEUM AND NATURAL GAS REVENUES 
(millions of dollars) 


197O=E0 ato 7 Ie je (8. oF 57h 7a =75 


Total Royalties 14327 174.6 20H eda 645.0 
Crude Oil LUL.G 13759 Diz. 2 3593.5 (a) ac oeee) 
Natural Gas 8% 7 BARS 232 5 ieee 105.0 
Natural Gas By-products 13.4 Lo £970 35.6 1s bs ea 

Sale of Crown Reserve Leases 26M5 PR Sg Oe 49.6 5030 

Fees and Rentals b) 58335 ree: 7024 76.9 80.0 

Synthetic Crude c) 2.4 B20 49 9.1 est 
TOTAL: 250 29 jg gS aes) 3 20a2 566.7 18401 

NOTE: a) Includes crude oil reserves tax. 

b) Includes bonus. 
c) Includes royalties, fees and rentals. 
SOURCE: Budget Address. Legislative Assembly of Alberta. 1974. p. 53. 
Bag Many reasons can be given for the presence of foreign corporations 


in the mineral fuels sector and the absence of Canadian corporations: the 
tax advantages of American over Canadian investors in investing in exploration; 
the ready American market and low import tariffs for Canadian crude oil; the 
technological know-how and ability to assume risks of American corporations; 
the incomplete knowledge by Eastern and Central Canadians of investment oppor- 
tunities ‘in Western Canada; the initial risk aversion of Canada’s finaneraL 
institutions to investing in oil exploration. Perhaps a strong reason is 
simply that "oil money is oil money" and that oil money flows to opportunities 
wherever they occur. Whatever the reasons, the fact is that Canadian funds 
were not there when needed to explore and develop our resources. Without 
foreign capital it is unlikely that Alberta would have enjoyed the growth 

and economic benefits that it has enjoyed over the past 30 years. 

Be That Canadian capital does not necessarily respond to Alberta 


needs is evidenced by the decision of Petrosar (a Canadian company with 
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Canadian government participation) to develop a world scale facility in 
Sarnia in competition to proposed Alberta facilities. To develop Alberta's 
potential for the petroleum and chemical products industries it may be 
necessary for Alberta to continue to rely on foreign capital. In Chapter 
IV of this Report, the Committee considers the need to do so in the light 
of the availability of savings in relation to the demand for investment 
funds. 
oe ak The changing nature of Alberta's mineral fuels sector is eviden- 
ced by the direction of capital investments. Of the $6.3 billion in capital 
required for 147 projects completed, under construction or proposed as of 
June 30, 1974, $3.46 billion, or more than one-half, is directly accountable 
to projects under construction or proposed for the Alberta oil ganis. 
3322 The potential for Alberta from the development of its oil sands 
is appreciated when the magnitude of the reserves contained in these sands 
is compared with conventional crude oil reserves. Table 3./7 provides some 
insight into the magnitude of ultimate remaining reserves estimated to be 
recoverable. Reserves of synthetic crude oil from Alberta's oil sands are 
estimated to be more than 15 times Alberta's conventional crude oil reserves 
and almost two and one-half times Canada's reserves. 

PARLE) oo 


ESTIMATED ULTIMATE RECOVERABLE RESERVES OF CRUDE OIL AND EQUIVALENT 


Billions (107) Quadrillions j0°”) Per Cent 
of Barrels of Btu Alberta 
Alberta Canada Alberta Canada of Canada 
Conventional Crude Oil Loe. 109 oa. 625 15 
Synthetic Crude Oil 250.0 250 1,430 1,430 100 
Pentanes Plus 1.8 LZ 9 60 i> 
Total Crude Oil and 
Equivalent 268.0 Kral L5530 2gl4O V2 


SOURCE: Energy Resources Conservation Board, Calgary. The Energy Resources 
of Alberta and Canada, A Summary. December 31, 1972. p. 8. 


Alberta Department of Industry and Commerce. Alberta Economic Outlook. 
September, 1974. 
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3623 Considering only proved recoverable reserves as illustrated in 
Table 3.8 still confirms the magnitude of the oil sands. Reserves = proved 
recoverable synthetic crude oil are estimated at more than three and one-half 
times Alberta's conventional crude oil reserves and almost three and one-half 
times Canada's reserves. 

TABLE 3.8 


PROVED RECOVERABLE RESERVES OF CRUDE OIL AND EQUIVALENT 


ay 
Billions (107) Quadrillions (10 a Per Cent 
of Barrels of Btu Alberta 
Alberta Canada Alberta Canada o£ Canada 
Conventional Crude Oil Jak 8.0 40 46 87 
Synthetic Crude Oil 205) 20a) 151 Fad. 100 
Pentanes Plus 0.93 .96 465 4.8 97 
Total 34. be eae 196 202 97 


SOURCE: Energy Resources Conservation Board, Calgary. The Energy Resources 
of Alberta and Canada, A Summary., December 31, 19/72.. ip. 9. 


3224 The substantial difference between the estimated ultimate 
recoverable reserves of synthetic crude of 250 billion barrels and proved 
recoverable reserves of 26.5 billion barrels is due to the fact that only 

10 per cent of the oil sands (those having less than 300 feet of overburden) 
are surface mineable. Recovery from the remaining sands will require the 
use of underground methods, such as the in situ technique which is still in 
early stages of development. 

342) The 10 per cent of the oil sands which are surface mineable 
present their own challenges. To date, only one plant is operational and 

a second is under construction. Great Canadian Oil Sands Ltd. (GCOS) has 
only recently shown a small annual profit on its operations after many years 
of successive losses. Syncrude Canada Ltd. is experiencing rising costs in 


itssatvenpt to Jcous fruct.-iessorank, 


at 


a PAS There are major differences between the exploitation of conven- 
tional crude oil reserves and synthetic crude oil reserves. Two differences 
can be highlighted. The first is the emphasis on recovery as opposed to 
exploration. In recovering oil from the sands, an oil sands plant incorpor- 
ates three families of technology: mining, extraction of bitumen from the 
sands and upgrading of bitumen into synthetic crude. The mining and up- 
grading technologies have been borrowed from coal mining and oil refining 
respectively. Certain of these technologies are patented and are obtainable 
under license from the few international firms which hold these patents. 

The extraction technique is distinctively Alberta technology, having been 
developed at the Research Council of Alberta. 

3027 The second is the difference in capital requirements and risk 
involved. Where the cost of drilling a well in the northern area of Alberta 
would approximate $117,500 for a well drilled to a‘depth of 6,000 feet, the 
cost of the Syncrude plant has been estimated at over one billion dollars 
and rising. The availability of Canadian capital whether from one source 

or pooled is considerably more likely for the drilling of a $117,500 well 
than for the construction of a billion-dollar oil sands plant. The number 
of investors capable of assuming a risk of $117,500 is unquestionably much 
higher than the number capable of assuming the risk of a billion-dollar 
investment. Illustrative of this is the fact that Syncrude itself is a 
consortium of a number of large oil firms. 

3.28 The first commercial oil sands plant was developed by GCOS, a 
subsidiary of Sun Oil Company of Philadelphia, an American firm which holds 
96.1 per cent of the outstanding common shares and all of the outstanding 
preferred shares of GCOS. The remaining common shares are publicly held and 
trade on the Toronto Stock Exchange. Albertans were given the opportunity, 


to ajlimited extent, to invest in this venture through: ae$12.5 billion offer of 


a 


convertible debentures. This May 15, 1965 issue was fully subscribed by 
Albertans. 

RPA | Albertans will be provided with greater opportunity to invest 
in the second oil sands plant being developed by Syncrude. This will be 
through the Alberta Energy Company which has the option of acquiring a 20 
per cent equity in the plant itself, a 50 per cent equity in the electrical 
power plant supplying the Syncrude operation and an 80 per cent equity in 
the pipeline serving the oil sands plant. Fifty per cent of the shares of 
the Alberta Energy Company will be held by the province. When the remaining 
shares are offered to the public, Albertans will be given the first oppor- 
tunity to acquire the remaining 50 per cent interest in this company. 

Bae Royalties payable to the province by GCOS are 8 per cent of the 
first 900,000 barrels of monthly production, plus 20 per cent of monthly 
production in excess of 900,000 barrels. Under the agreement with Syncrude 
the province will receive royalties equivalent to 50 per cent of Syncrude's 
profits. Again, if income statistics were the only measure of foreign 
ownership the combined effect of the Alberta Energy Company's option to 
acquire a 20 per cent interest, if exercised, coupled with the 50 per cent 
royalty to the province would result in statistics showing the second plant 
to be 60 per cent Canadian, ie ee the actual majority interest in 
Syncrude by foreign-controlled firms. 

se The combined production capacities of the two plants, though 
substantial, are insignificant in relation to the total oil sands reserves. 
In any consideration of the need for and the timing of future plants many 
factors must be taken into account. Three factors which should not be over- 
looked are: first, the early development of those reserves will assist in 
allaying present fears that Canada will become a net importer of crude oil 


by the end of this decade; second, rising construction costs may limit the 
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level of economically recoverable reserves; third, Alberta is not unique in 


its oil sand reserves: 


"For instance, oil shales and oil sands around the 
world contain more than 100 times the oil stored 

in our oil sands and these new international 

sources will begin to become available well before 5 
the end of the century as prices rise significantly." 


Alberta's pioneering of oil sands development could conceivably secure to 


Alberta real advantages in terms of its future ability to export expertise 


to other areas of the world. 


An Energy Policy for Canada, Phase I, Vol. I. 


Ottawa: Department of 
Energy, Mines and Resources, 1973. p. 14. 
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CHAPTER IV 
Investment Demand and Savings 

God: Industry and financial institutions generally hold the view that 
Alberta needs continued inflows of foreign investment. Investment funds are 
usually regarded as inadequate, leaving a gap between the savings available 
and the demands for investment purposes. On the other hand, some economic 
analysts support the contrary position that there is a sufficient quantity 

of savings in Canada available to match demand. Those economic analysts who 
would admit of a possible shortfall believe it would be very small, so small 
as to lack significant impact on employment levels or on the Canadian standard 
of living. In short, they believe the Canadian economy can achieve potential 
eguete without foreign investment. 

GeZ This chapter deals first with the supply of savings in Canada 

in relation to demand for investment. Important characteristics of the 
Alberta economy are then reviewed in order to relate demand for investment 
funds in Alberta to demand for investment in Canada. 

4.3 One way of looking at whether Canada will continue to need foreign 
investment may be evaluated in part by reference to the national accounts for 
past years. The national accounts compare the sufficiency of goods and 
services in Canada to the national requirements for goods and services. The 
extent to which the supply of domestic goods and services falls short of, or 
exceeds those requirements, is reflected by a deficit (Canada borrows) or 
surplus (Canada loans) on the current account. A current account deficit 
indicates the amount by which the supply of domestically-produced goods and 
services is insufficient to meet the national demand, and therefore, the 
amount of foreign resources which are required and imported to meet deaiss 

x , : : 

Potential output is a measure of the supply of goods and services that the 

economy could be capable of producing under conditions of relatively full, 

increasingly efficient utilization of resources - it encompasses the full uti- 


lization of available economic resources and a rate of growth that is not only 
high, but also balanced and hence sustainable. (Economic Council of Canada). 


FIGURE 4.1 


CANADA'S NET INTERNATIONAL INDEBTEDNESS AND 


CURRENT ACCOUNT DEFICIT/SURPLUS 
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4.4 Figure 4.1 summarizes the Canadian current account balance from 
1946 to 1969. Since 1954, the Canadian balance of payments has shown a 
deficit each year. During 1970 and 1971 Canada enjoyed a surplus current 
account balance indicating that exports were greater than imports. However, 
if retained Se ic’ on direct investments by non-residents are added to 
the current account, as they are in the "net indebtedness" of Figure 4.1, 
the 1971 surplus on current account would have been adjusted to show an 
increase in net indebtedness of about $500 million. Since 1971, Canada's 
current account has reverted to its more typical deficit position. 

Ae In the 1946 - 1969 period as a whole, about $14.2 billion, or 
nearly three-fifths of a $24.0 billion increase in Canada's balance of net 
indebtedness was accounted for by deficits on current account. Most of the 
remaining two-fifths reflected accumulation of undistributed earnings of 
foreign direct investment in Canada. 

4.6 Figure 4.1 shows the very marked growth of earnings accrued to 
non-residents which are retained in Canada for business investment. These 
earnings are not normally included in the current account balance but must 
be included to achieve an indication of the annual change in net indebted- 
ness, or of the net use of foreign resources. 

a7 A second measure of the amount of foreign savings used by 
Canadians is the volume of direct foreign financing. This indicator is 
shown in Table 4.1. For comparative purposes the annual average amount of 
gross capital formation and the net use of foreign resources are also shown 


for selected periods. 


These are earnings accrued to non-residents and retained in business by 
foreign-controlled enterprises. Such earnings represent a use of foreign 
resources. 


Dil 


TABLE 4.1 


NET USE OF FOREIGN RESOURCES AND DIRECT FOREIGN FINANCING 
RELATED TO GROSS CAPITAL FORMATION, CANADA, 
ANNUAL AVERAGES FOR SELECTED PERIODS, 
1946-1969 


(billions of dollars) 


Gross Net Use of Direct 

Capital Foreign Foreign 

Formation Resources Financing 

$ $ i $ ih 

1946-50 350 8 ee 4.7 Oey 22, 
1951-55 Dae 1 Oe wee 2953 
1956-60 Se pape veeiy 7 eh 256 29.9 
1961-65 £10 Paes fee iets: Bo 3363 
1966-69%* L74 Yipes oto C8 Ware 4,9 ~28,2 
NOTE: *Preliminary data. 


SOURCE: Canada's International Investment Position 1926-1970. 

Department of Industry, Trade and Commerce. Statistics 

Canada, 971.74 p. 0278.04. 
4.8 Direct foreign financing indicates the flow of funds, or financ- 
ing. Even though the economy may be generating savings on a sufficiently 
large scale to provide for all investment undertaken, there are situations 
in which foreign financing will be used for domestic investment while at 
the same time some part of Canadian saving will be made available to the 
rest of the world. When some Canadians expect a higher return on investment, 
or prefer a different risk, or expand their Canadian operations in other 
countries, they may wish to invest their money abroad. Table 4.1 shows 
that net use of foreign investment in the 1946-50 period annually averaged 
only $0.1 billion compared to $0.7 billion of direct foreign financing. 
Clearly, some Canadians had a strong preference to invest outside of Canada 
even though there were opportunities in Canada. The pattern of investment 
by Canadians in other countries continues with $2.1 billion in annual invest- 
ments outside Canada in 1966-69 compared to $4.9 billions of investment by 


foreigners in Canada. 
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a9 Table 4.1 shows that in the early fifties, 1/.3 per cent of 
Canada's gross capital formation was derived from the net use of foreign 
resources. This increased to 27.4 per cent during the last half of the 
fifties, declining during the first half of the sixties to” 20.3 per Cent, 
and falling to a low of 16 per cent in 1966 - 1969. Over the decade, the 
net foreign resources used in gross capital formation rose at a less rapid 
rate than Canada's gross capital formation indicating that Canada's reliance 
on foreign resources declined. 

4.10 From an historical point of view, Canada has relied in a very 
regular manner on the savings of foreigners. In recent years a substantial 
portion of these savings has arisen out of earnings accrued to foreigners 
from their investments in Canada. A large share of these earnings have 
remained in Canada and have not been repatriated. 

SLL The future Canadian demand for investment funds is most diffi- 
cult to project. One of the most recent projections by the Economic Council 
of Canada is shown in Figure 4.2. The projection shown is for the Council's 
Scenario B (medium price oil - $7.00/bb1. domestic wellhead for 1975 to 
1980). Due to the uncertainties of the energy situation, the Council has 
also advanced an investment demand projection for a lower (Scenario A) and 

a higher (Scenario C) price. The uncertainties of the investment required 
for energy sources is the main undetermined factor in forecasting investment 


demand. 


SOURCE: 


eg We 


(GNP). 


The projection requires a larger share of Canada's GNP to be saved for 
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FIGURE 4.2 


COMPONENTS OF TOTAL INVESTMENT DEMAND AS PERCENTAGES OF 
GROSS NATIONAL PRODUCT 
1965-82 


(current dollars) 


* 
Projected 
Per cent Actual B 
30 
20 
“Public 22 
20 investment! 


15 /z Business investment in Y 


machinery and equipment 


oO 
<x 


<2 


1965 1972 1975 1982 
* Projection based on Scenario B, medium price for oil. 


Economic Council of Canada. Economic Targets and Social 


Indicators, Eleventh Annual Review, Ottawa, 1974. p. 233. 


Figure:4.2 relates investment demand to Gross National Product 


For comparative purposes, the historical relationship is also shown. 


investment than has historically been available for investment. 
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TABLE 4.2 


COMPONENTS OF INVESTMENT DEMAND AND SAVINGS 
SUPPLY AS PERCENTAGES OF GROSS NATIONAL PRODUCT, 1965-82 
(current dollars) 


Projected 
1965-72 1976-82 * 


(Average annual percentage 
share of GNP in current 


dollars) 

Business gross fixed capital formation fo. 20.80 
Residential construction 4.58 ew 
Nonresidential construction Ona Suwa 
Machinery and equipment W By 22 7.88 

Government gross fixed capital formation 4.07 3358 
Residential construction OVO0 0.00 
Nonresidential construction Sah 3 ey 
Machinery and equipment 0.49 0.41 

Total i vestaenee We SE 25.04 

Personal savings Areas a 4.89 
of which: Discretionary savings TS POOL 

Private contractual savings 2.26 Pop ea oS. 

Corporate savings 3.76 DOZA 
of which: Undistributed profits A 3D ery s 

Government savings 3.29 Jee oo § 

Nonresident savings 0.69 222 

Capital consumption allowances BL I50 LO. 77 

Total ogubensh 231 25 364 


nac, =mnot. calculated. 


1 : ‘ ; F ; 
Including the adjustment on grain transactions and the residual error of 
estimate. 


* Projection is based on the Scenario "B" ("medium price” for oil - $7.00 
bbl. domestic wellhead). 


SOURCE: Economic Council of Canada. Economic Targets and Social Indicators. 
Eleventh Annual Review. Information Canada, 1974. p. 244 & 245 
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4.13 Table 4.2 yields more detail respecting the investment demand 
and savings supply for 1975 - 1982. Specifically, the Economic Council has 
projected investment to require an additional 2.31 percentage points of GNP 


for 1975 to 1982 over the preceding eight years. This represents an increase 


of ere 10 per cent. Additional savings required to supply the 
increased investment demand will be mae largely by foreign investment. Non- 
resident savings are projected to increase from .69 to 2.22 per cent of 

GNP - a projected increase of more than three times the non-resident savings 
used in the preceding eight years. In the words of the Council: 


Considerable savings will be required in the coming 
years to finance investment requirements. Our projections 
indicate important changes in the structure of savings, 
involving a shift from government saving and capital con- 
sumption allowances to personal and corporate savings and 
a more intensive use of foreign capital. The share of 
government saving in our projections drops from 3.3 per 
Genre itt 965/22" tor2. os per cent imetne 1976-62" per ied. 
This decline is due to lower budgetary surpluses in re- 
lation to GNP during the projection period. The average 
share of capital consumption allowances declines from 11.5 
to 10.8 per cent following relatively small additions to 
the capital stock from 1965 to 1972. On the other hand, 
the personal-saving share of GNP increases from 4.1 to 4.9 
per cent; that of business saving rises even more, from 
3.8 to 5.2 per cent, the increased proportion being met 
primarily from a higher share of retained earnings. 


Domestic savings do not meet capital needs during this 
period of massive investment. Non-resident saving accounts 
for 2.2 per cent of GNP on average between 1976 and 1982 
compared with an annual average of 0.7 per cent from 1965 
to 1972. Reliance on foreign saving peaks in 1979-80, the 
years in which investments for the development of energy 
resources are concentrated. Non-resident saving then 
reaches 2.6 per cent of GNP. 


These changes expected by the Economic Council are illustrated in Figure 
4.3. The very important role of non-resident saving, primarily in the form 


of retained earnings, is highlighted again. 


SOURCE: 


4.14 
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FIGURE 4.3 


SOURCE OF SAVING AS A 
PERCENTAGE OF GROSS NATIONAL PRODUCT 
1965-82 


Per cent Actual Projected 
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Economic Council of Canada. Economic Targets and Social 
Indicators. Eleventh Annual Review. Information Canada, 


1974. p. 230. 


Forecasting is hazardous at best. The Economic Council of 


Canada projected only two years ago that the total investment demand for 


1975 and 1980 would be 24.2 per cent and 24.6 per cent respectively of GNP. 


Just two years later this estimate has been revised upward by over one per- 


centage point of GNP per year. More importantly, non-resident savings which 


the Council had expected to amount to less than one per cent per year of 


GNP are now projected to be more than twice as large at 2.22 per cent of GNP. 


Ninth Annual Review of Economic Council, 1972, had projected non-resident 
savings to be 1.0 per cent of GNP in 1975 and 0.6 per cent in 1980; 
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4.15 A basic uncertainty in all investment demand projections hinges 
on the capital investment for the development of natural resources - especi- 
ally energy related resources. The demand for investment, over and above 
"normal" investment demand could range dramatically as shown in Table 4.3. 
The time paths of investment for the Economic Council's three Scenarios are 
shown in Table 4.3, where Scenarios A, B and C are based on respective crude 
oil pracessofvSor 0099 Sz7- 00eandsS8i50eperxbarre!l: 

TABLE 4.3 


PRIVATE INVESTMENT REQUIREMENTS 
OF THE THREE SCENARIOS OF ENERGY DEVELOPMENT, 1974-85 


19 /3"doltars 


BAY ip wel 
(millions) 

1974 120 120 120 
1975 425 425 425 
1976 645 765 885 
1977 550 D274 1,504 
1978 240 ieee) 2,405 
1979 35 ZED SP165 
1980 10 1,349 pape a se} 
1981 15 443 | 898 
1982 30 276 346 
1983 40 212 237 
1984 25 102 142 
1985 10 50 110 
TOTAL 2,145 8,696 12,566 


1. All projections show additional investment over and above normal invest- 
ment with James Bay development assumed to be included in normal invest- 
ment. 


Scenario "A" requires two tar sands plants by 1985 and anticipates 
Sarnia to Montreal pipeline completed by 1976. 


Scenario "'B" includes Scenario "A'' development, plus two or more tar 
sands plants by 1985. Mackenzie Valley gas pipeline will require 
$5 billion beginning in 1977. 


WN Scenario "C" requires development in Scenario "B", plus four additional 
tar sands plants. 


SOURCE: Economic Council of Canada. Economic Targets and Social” Indicators. 


Eleventh Annual Review. Information Canada, 1974. p. 136. 
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4.16 Much of the analysis of this chapter has concentrated upon the 
investment demand and savings supply for Canada. There is statistical 
evidence to indicate that Canada's ability to finance her own development 
at desired rates is improving, although projections of the Economic Council 
suggest that investment in energy sources may, during the next decade, 
cause a shift away from the recently achieved degree of self-sufficiency. 
A le As the foremost energy province of Canada, as the province in 
which the oil sands plants will locate and from which much northern explor- 
ation will be serviced, as well as the service base for the Mackenzie Valley 
pipeline if it should proceed, Alberta will be most affected by the changes 
which the Economic Council anticipates. In Chapter III, some of the special 
features of the Alberta economy - its openness to international price, its 
recent rapid development, its energy position - were outlined. These 
features suggest that the nature of economic developments for Canada which 
have been reviewed will concentrate their impact in Alberta. 
4.18 The capital requirements of Alberta's conventional oil and gas 
industry should not be forgotten during consideration of the "unusual" energy 
investment demands. The industry has summarized its position as follows: 
Because of the high degree of "risk" inherent in 
petroleum exploration, the required funds are normally 
not available in the form of bank or long term debt 
financing. They must be generated or obtained in the 
form of equity investment. 
It is the view of the Association that, coupled with 
the heavy demand for all types of capital foreseen in 
Canada over the coming decade, the petroleum industry 
requirements for high "risk" capital cannot be met by 
Canadian investors alone. 
"Risk" capital is international in nature. at! will 
flow to areas of the world which are the most attractive 
to it. Thus, Alberta must compete not only with other 


areas of Canada for "risk" exploration capital, but in 
fact, with other areas of the world. 


Submission to the House of Commons Standing Committee on Finance, Trade and 
Economic Affairs, re Bill C-201, ''The Foreign Takeovers Review Act,' by the 
Independent Petroleum Association of Canada, June 15, 1972. 
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As the Canadian investment requirements move toward a greater reliance on 
foreign funds the conventional industry could be grievously harmed by any 
inappropriate action to cut off its traditional sources of capital. 

4.19 As shown in Chapter III, a huge financial investment is required 
in a single oil sands plant. Experience in the last months of 1974 suggest 
that as the quantity of funds for a single investment increases, the diffi- 
culties of assembling such funds also multiply. In view of the magnitude 
of many of the proposed projects, there is an apparent need for as many 
financing alternatives as possible. 

4620 Apart from considerations of the adequacy of Canadian savings 

to meet Canada-wide investment requirements as these relate to the potential 
unusual energy development needs, there is additional reason to believe any 
changes in investment would have an unusual impact upon Alberta as compared 
with Canada in total. Relative to Canada, Alberta has a very capital in- 
tensive economy. Since 1950, gross investment in this province has been 
between 10 and 12 per cent of the total Canadian capital. Yet Alberta has 
only 7.7 per cent of the Canadian population, 7.8 per cent of the employment 
in Canada, and 8.0 per cent of the gross domestic product. 

4.21 Investment intentions for industrial projects as expressed by 

a survey of businessmen in June, 1974 indicated expectations to invest more 
than $6 billion, of which about $3.5 billion was expected to be spent in 

the oil sands and more than $2 billion was anticipated for investment else- 
where. For comparative purposes, the income of all individual Albertans 

in 1972, as reported by tax returns, was $4.6 billion. 

eo2e Coincident with the expressed desires of Alberta's entrepreneurs 


is the Alberta government's objective of diversifying the provincial economy. 


Siw yen Hansard, October 23, 1974. The Hon. Peter Lougheed, Premier of the 
Province of Alberta, in an address to the 17th Legislature, stated: "We've 
tried to outline the economic goals of the Alberta government and the basic 
goal is that, as a province in transition, we should diversify and become 
less dependent upon the sale of unprocessed resources, particularly non- 
renewable resources." 
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One element of our ability to diversify is the capacity which Alberta has 

to attract capital from beyond our borders. Alberta needs as many alter- 
natives as possible in order to obtain capital on terms most favourable to 

dit 

4023 From the point of view of matching savings to demand, it appears 
that the next five to ten years may be quite a different experience from 

the past decade. Rather than greater self-sufficiency in terms of invest- 
ment funds Canada may, depending upon the turns taken in the pursuit of an 
energy strategy, become more dependent on external funds. Because Alberta 
will be the focal point of these developments, the provincial goal of diversi- 


fication must retain maximum access to savings sources. 
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CHAPTER V 
Alberta's Labour Force 

Sed This chapter examines the labour force in Alberta with particular 
attention to the requirement of creating job opportunities for young Albertans 
coming into the labour force in the decade ahead. 
Dee Alberta's population as of June 1974 was 1,714,000. The labour 
force is usually defined as being that portion of the population age 14 and 
over who are either working or actively seeking work. As shown in Table 5.1, 
the age group 14 and over included 1,218,000 Albertans. Of these, 62 per cent, 
or 756,000 Albertans, were deemed to be in the labour force, equivalent to 
44.1 per cent of the total Alberta population. The June 1974 unemployment 
rate was 2.1 per cent, and thus, at that time 15,876 Albertans were seeking 
employment. 

TABLE #5.1 

POPULATION AND LABOUR FORCE FORECAST, BY AGE AND SEX, 


ALBERTA, 1974 - 1985 
(in thousands unless otherwise specified) 


1974 1975 1976 1977 1978 1979 1980 1985 
Population, 14 (&10ver 15218" 1,253 1,287 522 mil 9350 aeS88i 1,412 L,540 
Male 615 632 649 666 683 698 7a TTL 
Female 603 621 639 657 674 689 702 768 
Population 14 - 24 365 Sve, 387 397 406 410 409 392 
Population. 25+ 853 876 900 925 OD]: O77 Ars004 lA] 
Labour Force 756 780 805 829 853 874 893 989 
Male 500 514 527 539 30 564 574 617 
Female 256 266 278 290 300 310 319 372 
Labour Force 14 - 24 226 224 234 238 244 248 249 248 
Labour Force 25+ 540 556 574 591 609 626 644 741 


Participation Rate (%) 


- Population 14 & Over 62.0 2s, 3 625 62.7 62.8 63.0 63.2 64.2 
Male 81, 3 81.4 81.2 81.0 81.0 80.9 80.7 80.0 
Female 42.5 43.0 437.5 44.0 44.5 45.0 45.4 48.4 
Participation, £4¢ =324.459% 1 59°. 4 596 59%. 8 60.1 60.4 60.8 63.3 
Participation 25+ O33 63.5 63.7 637.9 64.0 64.0 64.2 64.6 
NOTE: Parts may not add up to totals due to rounding. 


SOURCE: Department of Manpower and Labour. August, 1974. 
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Be: Alberta's population represents 7.7 per cent of the Canadian 


population of 22,446,000. The Alberta participation rate, at 62 per cent 


of the labour force, was higher than the Canadian rate of 58 per cent. A 


comparison of unemployment rates as at June 1974, showed that Alberta's 


unemployment rate of 2.1 per cent was considerably lower than the Canadian 


ratevof.4.%per cent. 


554 Alberta's labour force has grown rapidly - expanding by an 


average annual increase of almost 4.0 per cent for the seven years 1966 - 


1973. ceThis: rate of increase vis lalmost sthe |sametias Sthe sGanad@an race LoL 


the same period. It should be noted that the Canadian rate of increase is 


faster than that of any other industrialized country. 


ns) Table 5.1 projects the growth of the labour force based on 


assumptions of general demographic trends related to natural growth and 


aging in the working population. As the population bulge resulting from 


the postwar baby boom moves through the 14 to 24 year age group, the rate 


of growth in that group declines. While it is expected to grow by 8,000 


between 1974 and 1975, it will likely increase by only 1,000 between 1979 


and 1980. This age group will peak during the early 1980's and by 1985 


will number 1,000 less than in 1980. 


20 Another changing factor is the proportion of the population in 


the working age category which will join the labour force. Alberta's 1974 


annual participation rate of 62 per cent is the highest in Canatats By 


1980, Table 5.1 forecasts an increase to 63.2 per cent. While the male 


participation rate of 81.3 per cent in 1974 is shown to decline to 80.7 


per cent in 1980, the participation rate for females more than compensates 


by increasing from 42.5 per cent in 1974 to 45.4 per cent in 1980. By 


1980, projections are that 36 per cent of the labour force will be female 


compared with 34 per cent in 1974. 


1 ae : : : 
During August the participation rate was estimated at 64.1 per cent, which 
likely reflects seasonal influx of students who would otherwise attend 
educational institutions. 
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Dail Studies have shown that the size of the labour force responds 
directly to demand. That is, if there is a shortage of labour, people who 
would not have competed for jobs are persuaded to work. Also, workers move 
to shortage areas from other provinces and countries. Accordingly, in addi- 
tion to demographic trend projections, demand induced supply projections are 
also necessary to a comprehensive understanding of labour supply and demand. 
These projections are obtained by relating historical supply trends to 
economic conditions as these may be interpreted from expectations of business- 
men surveyed in 1974. 
528 Table 5.2 shows actual labour demand and supply to 1973. Table 
5.3 shows the projected demand based on average investment assumptions. 
Table 5.4 shows demand induced labour supply. Demand for labour in Table 
5.4 is projected on the assumption that all projects will develop in ac- 
cordance with businessmen's expressed investment intentions pursuant to 1974 
surveys. The demand induced supply projections assume an increase in the 
participation rates of the female and younger age groups, as well as immi- 
gration to Alberta. 
TABLE 5.2 
LABOUR DEMAND AND SUPPLY, ACTUAL 1966 - 1973 


AVERAGE INVESTMENT DEMAND 
(in thousands) 


LABOUR DEMAND LABOUR SUPPLY SUPPLY AS 

Change from Change from PROPORTION 

Total Previous Year Total Previous Year OF DEMAND 

No No % No. No v4 b 

1966 Sao ZS CE ee BOL 21 3.9 LOSS 3 
1967 569 14 Deep 518 be 2.9 101.6 
1968 591 Pi bee] 604 26 ASS 102 42 
1969 616 295 ae 628 24 iO 101-9 
1970 627 Ae 8 650 22 PS pide ey) 
L971. 636 9 cae 664 14 Zoe, 104.4 
1972 663 27 Aes 688 24 Sas 103.28 
1973 696 a2 50 718 30 Ge th LOZ SZ 


SOURCE: Department of Manpower and Labour. 
Manpower in Relationship to Anticipated Economic Growth, 1974-1980. 
ye oe a tee 
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TABLE 5.3 


LABOUR DEMAND AND SUPPLY, FORECAST 1974 — 1980 
AVERAGE INVESTMENT DEMAND 
(in thousands) 


LABOUR DEMAND LABOUR SUPPLY SUPPLY AS 

Change from Change from PROPORTION 

Total Previous Year Total Previous Year OF DEMAND 

No No z No No Z & 

1974 740 44 6.3 756 38 wal 102.2 
1975 767 27 3.7 780 24 F2 101.7 
1976 7195 28 ew | 805 7 a S22 101.3 
1977 823 28 Bs 829 24 3.0 100.7 
1978 853 30 Sua 853 24 2.9 100.0 
1979 886 33 3.9 874 21 ans 98.6 
1980 919 a3 3.74 893 19 2 ae 97.2 


SOURCE: Department of Manpower and Labour. 
Manpower in Relationship to Anticipated Economic Growth, 1974-1980. 
SEED LO? A PET pat er OnE Graeri, a7) se 
pi2az 


TABLE 5.4 


LABOUR DEMAND AND SUPPLY, FORECAST 1974 -— 1980 
BUSINESS ANTICIPATED INVESTMENT DEMAND AND INDUCED SUPPLY 
(in thousands) 


ee 


LABOUR DEMAND LABOUR SUPPLY SUPPLY AS 

Change from Change from PROPORTION 

Total Previous Year Total Previous Year OF DEMAND 
1974 740 44 65 756 38 oe 102.2 
1975 766 26 35 784 29 oe 102.3 
1976 812 46 6.0 821 37 aw | 101.1 
1977 845 33 4.1 854 33 4.0 101.1 
1978 882 37 4.4 890 36 Se 100.9 
1979 91 36 4.1 923 33 a2 100.5 
1980 955 37 4.0 952 29 ae 99.7 


SOURCE: Department of Manpower and Labour. 


Manpower in Relationship to Anticipated Economic Growth, 1974 - 1980. 
p- 244 
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TABLE 5.5 


DISTRIBUTION OF THE LABOUR FORCE BY OCCUPATION GROUP, ALBERTA 


1941 - 1971 
1941 1951 1961 19 71% 
fica bet Net hae Hf-r fon 2 s]0: : 
Management LG, 047 Bio 2030 8.0 41,691 Bde BA O00... 10.1 
Professional & 

Technical THe 54T 5.8 eo Ore 6.8 46,579 ae 92,000 13.9 
Clericat pe Sea A 4.9 30 5361 8.6 oye ee it Sime 0 aS 67.000. 6 43 U1 
Sales beast ys el 18,496 Dee a o29 6.5 51,000 Yer 
Service & 

Recreational Jas wey! Wl Died 34,895 9.9 Si 0 es en Be Bes 86,000 13.0 
Transportation & 

Communication 11,409 4.0 19 ,829 Sind 8 2og20 1 5.8 34,000 rel 
Farmers and Farm 

Workers fei Oo Bao eto 8 we OA. bes. 21.3 94,000 14.2 


Loggers, Trappers, 

Hunters & Fishermen ore pe bag 4 2 3S 0.7 3,009 0.6 7,000 5 
Miners & 

Related Workers 7,540 Zr 7,469 HORE 2529: Lend: 9,000 a Tae 
Craftsmen, Production 

Process & Related 


Workers** B05A71, hOod Be lie Wiss 855449 17.1. 110,000, 16.6 
Labourers** 1052/3 3.6 a 3 Set eb 4.7 19,615 4.0 27,000 4 ok: 
Occupation not stated 408 Ona 2,046 O...6 11453 253 = = 
ALL OCCUPATIONS: 287, 831,100 .0.4:°353449 72400 .0n5489%51101002085 664,000 10070 


* Estimates. 


** NOTE: Data between years are not strictly comparable for craftsmen, production 
process and related workers, and for labourers. 


SOURCE: Alberta Bureau of Statistics. Industry and Resources. Department of 
Industry, Trade and Commerce. 1973. p. 140. 


12 


Sas Regardless of which forecast of demand and supply is consider- 
ed, the probable results are similar. First, labour supply will become 
progressively tighter in the forthcoming years. Second, by 1980 demand 

for employees will exceed supply provided that there is a continuation of 
economic activity at levels near those prevailing in 1972 and 1973. Third, 
the annual projected growth in both labour demand and supply is greater 

for 1974 than for any subsequent year up to and including 1980. 

10 Aggregate demand and supply do not indicate the imbalances 
which may occur in the labour force since demand for specific skills and 
experience expands unevenly. A historical review of occupations, as shown 
in Table 5.5, provides evidence of a maturing and diversifying economy. 
There were almost 50,000 fewer farmers and farm workers in 1971 than in 
1941 although they still made up the second largest occupational group in 
1971. As would be expected by reference to changes in the value of pro- 
duction of various industries, managerial, professional, technical, clerical, 
service and trade classifications have all grown absolutely and relatively. 
yey Ie PiSjecticnee indicate that construction labour demand, particu- 
larly in the next few years, will increase significantly both in absolute 
numbers and in proportion to the total labour force. The Syncrude project 
alone in Alberta's tar sands is expected to require 3,800 construction 
workers at peak construction in mid-1976. From 200 to 1,400 additional 
workers will from time to time be required between late 1973 to mid-1977 

in the related activities of operating the construction camp at the site, 
performing administrative and clerical functions, building the pipeline 
from the Syncrude plant to Edmonton and carrying out the resulting con- 


struction required in Fort McMurray. 


2 
Department of Manpower and Labour. Manpower in Relationship to 
Anticipated Economic Growth, 1974-1930. p. 6% 


pe: 


et Over the longer term economic stability and viability should 
be better assured if more processing of natural resources can be developed 
in Alberta. The construction industry is notorious for unevenness of 
activity and it has already been observed that construction must absorb 
even more than its present relative share of new workers in the next five 
years. 
De L3 The chemical industry is a prime example of the tremendous 
potential for jobs, particularly in the latter stages of processing. Table 
9.6 illustrates, from a job creation point of view, the importance of locat- 
ing within the province as many of the stages of processing as possible. 
TABLE 5.6 


TOTAL JOBS GENERATED BY A BILLION-POUND ETHYLENE PLANT 


Ethylene Plant si) 
lst Stage Derivatives 595 
2nd Stage Derivatives oil 
3rd Stage Derivatives 295290 

TOTAL: lige RS) 


SOURCE: Owen F. Elliott. Will the World Wait? From a paper 
presented to the Mid-Year Conference, 1974, Canadian 
Manufacturers of Chemical Specialties Association. 
April. 31974.) op. 2, 
Dig la Studies show that a multiplier effect of from two to eight times 
base requirements will be needed in the service industries. In other words, 
for every job created in the primary industries, another two to eight jobs 
can be expected in the service industries. An indication of the employment 


by industry, and the growing significance of the service sector, is shown 


in Figures 5.1 and 5.2. 
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FIGURE 5.1 FIGURE 5.2 
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SOURCE: Alberta Bureau of Statistics. Industry and Resources. Department 


of Industry, Trade and Commerce. 1973. p. 136. 


we be When this Committee was formed the immediate challenge was to 
create employment for young Albertans entering the labour force over the 
next decade. From experience in the last two years and from the data and 
forecasts which are available, there need not be a concern about lack of 
jobs, other than for possible short-term economic adjustments. However, 
this presumes the availability and freedom of movement of the capital 
required to materialize the expressed intentions of the businessmen surveyed 
when the data used in this report was prepared. The Alberta Department of 
Industry and Commerce has prepared a list of industrial projects proposed, 
under construction and completed during the first months of 1974. When all 
these projects are completed they will result in employment for 18,405 
people provided that an expected $6.3 billion will have been invested. 


Table 5.7 summarizes these projects as of June 30, 1974. 
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TABLE 5.7 
LIST OF INDUSTRIAL PROJECTS AS OF JUNE 30, 1974 


No. of 
Projects Total Dollar Value Jobs Created 


Projects completed 46 S 57,182,000 1,279 
Projects under construction 67 1,773,924,000 4,796 
Projects proposed 34 4,463,688,000 124350 

TOTAL: 147 S$ 6,294,794,000 18,405 


ed 


SOURCE: Department of Industry and Commerce. List of 
Industrial Projects as of June 30, 1974. p. 6. 


5.16 The 18,405 jobs described in Table 5.7 represent only those 
created by the expansion of existing industrial facilities or the con- 
struction of new industrial plants where the capital cost of such expansion 
or new construction exceeds $100,000. These industrial projects and the 
resulting jobs have been divided into six main industrial categories: 

(1) agricultural processing, (2) forestry, (3) manufacturing, (4) petroleum 
and petrochemical products, (5) mining, and (6) other. Excluded from the 
calculation of jobs created are construction or expansion of plants associ- 
ated with retail or wholesale trade, transportation (highways, pipelines, 
airports, etc.) and basic construction activities. Of the 18,405 jobs pro- 
jected, fully two-thirds, or 12,706 jobs are proposed in the petroleum and 
petrochemical industrial category. Thus, by virtue of the multiplier effect, 
and the job creation potential of the chemical industry if processing takes 
place in Alberta, substantially more than the 18,405 new jobs can be expect- 
ed provided that the investment of $6.3 billion is made. 

me BT It is extremely unlikely, having regard to the conclusions 
reached by the Committee in Chapter IV as to the availability and supply 

of capital in Alberta and in Canada that these projects can proceed as 
envisaged without the infusion of foreign capital. If all projects proceed 


in accordance with expectations, more jobs will be created than will be 


76 


necessary for the young Albertans entering the labour force in the decade 
ahead. This will permit other Canadians to share in Alberta's employment 
opportunities. Concurrently, Albertans presently in the labour force will 
experience employment opportunities not otherwise available to them. Employ- 
ment opportunities will also become available for many Albertans not present-— 
ly in the labour force and who might not otherwise have entered the labour 
force. 

5.18 As pointed out in Chapter III of this report, Alberta's oil 
sands represent a very small percentage of the world's oil stored in oil 
sands and shales. The early development of Alberta's oil sands can create 
Albertans with knowledge and experience which will be in demand internation-— 
ally. The resulting advantages which accrue to Albertans in this field 
would be substantial. The creation of the Alberta Oil Sands Technology 

and Research Authority under The Oil Sands Technology and Research Authority 
Act and the $100 million fund provided thereunder combined with government 
"moral suasion" can ensure that projects are developed and managed so as 

to include and develop this Alberta expertise and competence. As this 
competence is developed and refined it will attract to it capital on terms 
progressively more and more favourable to Albertans. 

pe be The Committee views the challenge as a composite; to fill the 
new jobs, to upgrade the skills of our citizens, to create higher produc- 
tivity, greater income and more job satisfaction than comes from unskilled 
work, and to create greater opportunities for Albertans to serve in the 

high technology and managerial aspects of our national resource development. 
It is extremely unlikely that this challenge can be successfully met without 


the use of foreign capital. 
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CHAPTER VI 


The Key Sector Approach to the Control of Foreign Investment 


Bul The approach taken by successive Canadian governments in con- 
trolling foreign investment in Canada has generally speaking been the key 
sector approach. This has since been supplemented by the review process 
provided for in the Foreign Investment Review Act which is more fully 
discussed in Chapter VIII of this Report. The key sector approach requires 
Canadian ownership and/or control within certain designated industries 
which have been singled out for a variety of economic and/or non-economic 
reasons. Enterprises within these designated industries may be required 
to be Canadian-owned and controlled with limitations imposed on the level 
of non-resident investment in each enterprise within such designated 
industries. 
6.2 Canadian governments have, using the key sector approach, 
over the past two decades identified certain sensitive industries which 
have been reserved for Canadian control. These include industries concern- 
ed directly with national security, industries involved in the development 
and transmission of culture, and those of a fiduciary nature. Examples 
of these industries which are already regulated are: 

uranium production, radio and television broadcasting 

and cable transmission, magazines and newspapers, 

banks, life insurance companies and trust companies. 
Different approaches adopted in the above examples are evident, but in 
all cases the objective is greater Canadian presence in these sensitive 
industries. 
as. That Canadian ownership and control does not in itself 
guarantee that an enterprise will perform in a manner considered most 


desirable in the national interest is evidenced by the additional regulatory 
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requirements of the Canadian Radio-Television Commission which has estab- 
lished certain Canadian content levels for both radio and television broad- 
casting. The decision of the Canadian Radio-Television Commission to 
refuse Alberta cablevision companies permission to add further American 
channels to those already received by the Alberta customers of the cable- 
vision companies is a further example of the exercise of this regulatory 
power, though not necessarily in accordance with the wishes of Alberta 
customers. 

6.4 In Alberta, examples of the key sector approach are found in 
the Trust Companies Act, the Liquor Licensing Act, and the Nursing Homes 
Act. The Trust Companies Act limits non-Canadian and non-resident share-_ 
holdings to no more than 25 per cent of the issued shares of any Alberta 
trust company. At least 75 per cent of the directors of an Alberta trust 
company must be Canadian citizens ordinarily resident in Canada. Under 

the Liquor Licensing Act dining lounge licenses and lounge licenses shall 
only be issued to Canadian citizens or British subjects who have been 
residents of Alberta for at least one year, and in the case of a corpor- 
ation (with the exception of a railway corporation) the majority of whose 
directors are Canadian citizens or British subjects who have been residents 
of Alberta for at least one year. Similarly, “only Canadian ‘citizens oF 
British subjects are eligible for a beverage room license and the attendant 
licenses which the holder of a beverage room license is entitled to apply 
for. Pursuant to the Nursing Homes Act (as amended by the Nursing Homes 
Amendment Act, 1974), the Alberta Hospital Services Commission is prohibit- 
ed from entering into a contract with another party for the operation of 

a nursing home for the provision of nursing home care to eligible patients 
by that other party unless that other party is an Alberta resident, a 


partnership of Alberta residents or an Alberta corporation. (Certain other 


US, 


categories not relevant to this discussion are also permissible.) An 
Alberta resident is defined as one who is entitled to be and remain in 
Canada and who ordinarily resides in Alberta, and an Alberta corporation 
is defined as one which is incorporated by or pursuant to an Act of the 
Legislature of Alberta and which is controlled by Alberta residents. An 
Alberta corporation is deemed to be controlled by Alberta residents if 

the majority of its board of directors are residents of Alberta, and in 
the case of a corporation without share capital the majority of its members 
are residents of Alberta, and in the case of a corporation with share capi- 
tal at least 50 per cent of its equity shares are beneficially owned by 
residents of Alberta, or where the corporation is a member of a corporate 
group where the de facto control of the corporate group is in the hands 

of Alberta residents. 

6x5 There may be many reasons why specific industries are singled 
out and reserved for Canadian ownership and control. In the case of trust 
companies the fiduciary character of the industry may be of great impor- 
tance. Perhaps the savings of Albertans are thought to be safer in the 
hands of trust companies which are owned and controlled by Canadians. 
Perhaps such trust companies would be more responsive to the loan require- 
ments of Albertans when owned and controlled by Canadians. The desire to 
effectively control the hotel and liquor industry and to prevent the same 
from falling into the hands of undesirable elements may be one factor in 
requiring a Canadian and/or British presence for licensing under the 
Liquor eccis mp nAcL. »rethape tne desire to eprectively‘control-the Level 
and quality of service is a consideration in determining that a strong 
Canadian presence is required in the ownership and control of nursing 
homes in Alberta. In certain cases, additional duties are imposed upon 


directors and it may be felt that these directors should normally reside 
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within the legal jurisdiction of the province in the event judicial. 
remedies or sanctions are necessary by virtue of some misfeasance on the 
parti of,a, director. 
6.6 The future may find that the key sector approach must be extend- 
ed to other specific industries for the reasons outlined in the preceding 
paragraph or for many other reasons such as social, cultural, or educational 
which might require a strong Canadian presence and control. The Committee, 
however, declined to foretell the future and decided to interpret its fifth 
term of reference narrowly. The fifth term of reference reads as follows: 
"(e) To examine the need for restriction upon 

non-Albertan and/or non-Canadian control 

of certain key sectors of our economy." 
The Committee felt that its analysis of the key sector approach should be 
restricted to sectors of the economy rather than to very specific indus- 
tries within each sector. 
bid In Chapter III of this Report the Committee found that mining 
was the most important sector of the Alberta economy accounting for 41.8 
per cent of the Province's production. It was followed by agriculture 
with 19.2 per cent. The Committee further found in Chapters II and III 
that the mining industry in Alberta was predominately foreign owned and 
controlled. Notwithstanding the relative importance of the mining indus- 
try to the Alberta economy and notwithstanding the high degree of foreign 
ownership and control of the sector, the Committee concludes that it is 
not necessary at this time to impose any restrictions upon foreign invest- 
ment in this sector or to require a mandatory Canadian presence whether 
by way of shareholdings or by way of directors in any individual enterprise 
within this sector. The Committee comes to this conclusion after taking 


into account the following factors. 


6.8 First, in Chapter III the Committee found that the province's 
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receipts from only petroleum and natural gas in the mining sector exceeded 
by three times the taxable income of the corporations in the whole of the 
mining sector. The Committee concludes that it is more important that 

the province receive its proper share through royalties on these non- 
renewable resources than it is that the facilities which mine these non- 
renewable resources be Canadian owned. When the well has run dry and when 
the mine has shut down ownership of the mine and the well will be of little 
importance. What will be of importance is that the province receive its 
proper share for those resources then depleted. 

6.9 Second, the Committee concludes that control in the public 
interest of any or all sectors of the economy are more effectively exercis- 
ed by legislative control than by the controls which come with ownership. 
The federal and provincial governments combined have all the legislative 
powers necessary to control foreign-owned corporations and businesses. 

Just as tourists who come to Canada are bound by Canadian laws so are 
foreign capital and corporations which come to Canada to do business. If 

a tourist misbehaves adequate legal sanctions exist and if they do not 
exist such sanctions may be enacted by our Parliament and Legislatures. 
Because an occasional tourist does not comply with our standards is no 
reason to bar all tourists, or to screen prospective tourists. Because an 
occasional corporation does not measure up to our expectations is no reason 
to prohibit or screen foreign investment. If the law exists and is offend- 
ed, sanctions can be imposed. If a corporation violates an expected 
standard which is not law, then the standard may be enacted as (eee 

6.10 The combined powers of both governments are so extensive - to 
the point of total divestiture of assets of foreign corporations by govern- 
ment - that governments should not be unduly concerned about the level of 
foreign investment. Rather it is the owners of capital in a foreign 


eee paragraph 8.11 of Chapter VIII for a further discussion of this 
Concept. 
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country who have greater cause for alarm. Capital invested in a foreign 
country is more subject to the controls of the foreign country than of 

the investor. Many Canadian companies with investments abroad find that 
their prospective Canadian shareholders tend to discount foreign holdings 
when purchasing shares primarily because of this concern. Developments in 
the mineral fuels sector of mining over the past two years have proven 
that the controls are much more important than ownership. The export tax 
on crude oil was collected and remitted by foreign-owned oil companies to 
the Federal Government before Parliament even passed legislation authoriz-— 
ing the tax. The price of crude oil is no longer set by the oil companies, 
but is set by agreement amongst the Prime Minister and ten premiers. To 
the extent possible production during the winter of 1973-74 was increased 
to meet and solve what was thought of as an impending oil and energy 
crisis. The Committee concludes that the legislative powers of the two 
governments are sufficient to ensure that the industry, even though statis-— 
tically completely foreign owned, responds to Canadian needs. Events in 
the past two years have shown this to be the case. 

on Finally, the Committee concludes that the likelihood of 
provincial goals and objectives being achieved would not necessarily 
increase because of Canadian rather than foreign ownership. Alberta has 
never been satisfied that the Canadian-controlled railroad transportation 
industry has necessarily served its purposes and achieved Alberta goals 
and objectives. 

6.12 The Committee concludes that no special treatment is required 
for two other key sectors of the Alberta economy - manufacturing and con- 
struction. The recent decision of Petrosar, a Canadian-controlled joint 
venture, to proceed with its plans for development of a world scale 


ethylene plant at Sarnia, Ontario, to the detriment of the possible two 
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proposed Alberta world scale ethylene plants serves to illustrate that 
provincial goals and objectives are not necessarily fairly served by a 
Canadian-controlled company. 

Gel The fourth key sector of the Alberta economy - agriculture - 
was until the last half of the 1950's the foremost contributor to Alberta's 
economy, but was since surpassed by the other three sectors identified. 
Recently increased prices, world shortages and demand have revitalized 

this sector of the economy andhave, of course, created more interest in 
this sector not only from within Alberta but from abroad as well. As shown 
in Chapter III, agriculture in 1973 surpassed both construction and manu- 
facturing and now is the second greatest contributor to the Alberta 
economy. This sector can be divided into two distinct areas: first, 
production and second, processing. 

6.14 The processing of agricultural products within the province 

of Alberta is a desirable goal, as is the strong presence of Alberta agri- 
cultural entrepreneurs and producers in the enterprises which undertake 
such processing. Recently, through the assistance of the Department of 
Agriculture, a number of agricultural processing plants are in the planning 
and construction stages. Some of these have been developed with the 
assistance of German and Japanese capital jointly with Alberta and 

Canadian capital. Expertise from these foreign countries and markets in 
them for the sale of the processed products are benefits which flow from 
such joint ventures. In each case, there is a strong presence of Alberta 
and Canadian agricultural entrepreneurs and producers. Because foreign 
capital can bring with it needed foreign technology, and even more important 
make available foreign markets for agricultural products processed in 
Alberta, the Committee concludes that restrictions on foreign investment 


in this area are not needed at this time. 
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se The production area of agriculture is unique when compared 
with other sectors of the provincial economy. It is primarily an owner- 
operated industry. Generally, the producer is both the owner of his 
agricultural business and its chief employee. The most important asset 
in this industry is land which is either owned or leased by the producer. 
Accordingly, the Committee felt that the question of land ownership 
required special treatment and devoted the following chapter to a study 


of foreign ownership of Alberta lands. 
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CHAPTER VII 


Land 


Ir In its Interim Report to the Legislature, the Committee considered 
the matter of foreign ownership in relation to land in the province and 
primarily in relation to the disposition of Crown lands. Briefly, the 
Committee found that the Province of Alberta contains almost 160 million 
acres of land of which 54.9 per cent is held by the Crown in the right of 
the province, 10.5 per cent by the Crown in the right of Canada and the 
remaining 34.6 per cent is privately held. The following Table 7.1 provides 
a breakdown of the ownership of Alberta land. 

TABLE 7.1 


PRIVATE AND PUBLIC LAND 


(Sqei Min) (Acres) (CA) 
Privately-owned land (patented) or 
under Disposition Leading to Title 
(Homestead Sale, Agriculture Farm 
Sale, etc.) 86,205 5551745200 34.6 
Federal lands (National Parks, 
Indian Reserves and Forest 
Experimental Stations). 26g 27 Lowy 7245 280 10.5 
Provincial Lands 
Land under Public Land 
Dispositions but not leading 
to title (Grazing leases, 
cultivation leases, etc.) Qe l2 5,870,080 3286) 
PRrevindtal Parks; Historic ) 
Sites, including Willmore ) 
Wilderness Park. BES57 19508, 480 O29 754.9 
Special Areas (not available ) 
other than grazing). 7,920 5,068, 800 SrZ%) 
Vacant Land. 1175019 74,892,160 4] Od) 
Total land area 248 ,800 159; 2323000 100.0 
Total water area 6,485 4,150,400 


Total area of Province. 2553285 163,382,400 


SOURCE: Technical Division, Department of Lands and Forests. Effective as 
Opgiaren 317, POR2: 
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142 The Committee came to the conclusion that Alberta did not have 
the non-resident and non-Canadian land ownership problem that certain other 
provinces have. In arriving at this conclusion the Committee benefited 
from freee cna which studied the disposition of Crown lands. Research dis- 
closed that relatively few non-residents purchased lands from the Crown. 

73 Following the tabling of the Committee's Interim Report, Bill 107, 
The Public Lands Amendment Act, 1972 (No. 2) was not proceeded with by the 
Legislature. In its place Bill 55 was introduced during the 1973 Spring 
Session and passed in that Session. This Bill amended The Public Lands Act 
to prohibit the sale of public lands by the Minister: 


".,.if the purchaser or one of the purchasers is 


(a) .a person who is not af Canadian citizen, or 
(b) a corporation that is not a Canadian ‘corporation, 2c. 
(c) a person or corporation acting as a trustee for a 
person who is not a Canadian citizen or for a 
corporation thatMispnet a. Canadian corporation. 
To qualify as a Canadian corporation at least 75 per cent of the shares of a 
corporation must be held by Canadian citizens. 
7.4 Bill 107 had contained the same prohibition against sale as Bill 55. 
However, Bill 107 had gone further to prevent any subsequent sale by a 
purchaser to a non-Canadian. The effect of this further prohibition would 
have been to create a new class of title for certain lands in the province 
which non-Canadians would forever be barred from obtaining. 
Vice) Although the Committee concluded in its Interim Report that certain 
constitutional and legal impediments existed and further, certain practical 
and philosophical impediments existed which suggested to the Committee that 
Bill 107 should not be passed in its entirety, the Committee did generally 
approve the principles contained in Bill 107. Bill 55, on the other hand, 
contained no such offending provisions both practically and constitutionally 


and has since become law. 


Summary of the research conducted for the Committee by its Research 
Economist, Daryl R. Olson, is contained in Appendices D and F of the 


Committee's Interim Report on Public and Private Lands. 
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726 The Committee notes with interest new developments which have taken 
place subsequent to its Interim Report which are relevant to the constitutional 
and legal questions involved. Firstly, a study entitled ''The Alien Landowner 
in Panadas's by John Spencer came to the following conclusions: 


1. It is beyond the competence of a provincial legislature to 
deprive aliens of the right to hold land in the Province, 
because the status of aliens in Canada is a federal matter 
under.section 91 (25) of The British North America Act. 


ga, aSection 92) (13), of@ihe British North AmericaaAct probably 
entitles a provincial legislature to forbid the ownership 
of land within the province by anyone who lives outside it, 
whether it is a citizen or an alien. However, this legis-— 
lation would be ultra vires if it was merely a colourable 
attempt to restrict the acquisition of land by aliens alone. 


Be WSeeCL TOM 92 10>) Of lhe British North America Act: entitlesta 

provincial legislature to enact that no alien receive a 

grant of public land from the province. 
TEST | Secondly, the decision of the Supreme Court of the Province of 
Prince Edward Island delivered November 19, 1973 in the case of Richard Allen 
Morgan and Allan Max Jacobson vs. the Attorney General for the Province of 
Prince Edward Island and Leo Were ee concluded that it was within the 
jurisdiction of the provincial legislature to forbid the ownership of land 
(as provided for by’ the P.E.I. legislation under review) within the province 
by anyone who lives outside it regardless of his citizenship. 
128 Thirdly, the Committee notes the posture adopted by the Ontario 
Select Committee on Economic and Cultural Nationalism in relation to constitu- 
tional issues. In particular that Committee recommended that the Government 
offPOntario: 


",...take the position that legislation along the lines proposed 


by the Committee is unambiguous in relation to property and civil 
rights in the province and matters of a local and private nature." 


2 John Spencer. "The Alien Landowner in Canada.'' The Canadian Bar Review. 


Vol. LI, No. 3, (September, 1973). pp. 389 = 418. 

3Morgan v. A.G. P.E.I. (1974), 5. N. & P.E.I.R. 129. 

4Select Committee on Economic and Cultural Nationalism. Interim Report: 
Foreign Ownership of Ontario Real Estate. Ontario: 1973. p. 45. 
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The legislation proposed by the Ontario Committee would generally restrict 
ownership of Ontario real estate on the basis of citizenship rather than 
residence. This proposal appears to be contrary to the expressed legal 
opinion on the topic. 

1.3 Finally, during the Federal-Provincial Conference in May of 1973 
the First Ministers agreed that a committee of Federal and Provincial 
representatives be convened in the matter of foreign ownership of land to 
examine legal and constitutional and other aspects of the problem and to 
consider ways in which Federal and Provincial Governments could cooperate 
in dealing with problems so as to avoid legal and constitutional difficulties. 
7.10 Subsequent to the tabling in the legislature of the Committee's 
Interim Report the Committee benefitted from similar reports prepared by 
legislative committees in the provinces of Saskatchewan and Ontario. The 
Committee notes with interest the findings and recommendations of the 
Ontario Select Committee on Economic and Cultural Nationalism which would, 
generally speaking, limit the future transfer of legal and equitable 
interest in real property in Ontario in the case of individuals to 
Canadian citizens and landed immigrants resident in Canada, and in the 
case of corporations to those corporations the shares of which not less 
than 75 per cent are owned by Canadian citizens or landed immigrants 
resident in Canada. The following conclusions of the Ontario Committee 


are of interest to our committee: 
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"The Committee is satisfied that the level of foreign owner- 
ship of various categories of land in Ontario is significant. 


".,.it is apparent to the Committee that foreign demand is a 
Significant factor to be evaluated in respect of real estate 
in the province." 


"An important source of foreign demand, as is widely known 
is the United States. Two facts place the issue in stark 
perspective: the states neighbouring Ontario are among the 
most populous in the United States and the wealthiest in 
the world. Over one hundred million people live in the 
northeast and north-central regions of the United States 
adjacent to Ontario, and with the exception of California, 
these areas have the highest incomes in the world. Travel- 
ling distances and time from the northeast/central U.S. are 
short, and similar languages, customs, laws and commercial 
practices facilitate trade, mobility and acquisition of 
property.'6 


Joie In direct contrast to Ontario, the states which border the Province 
of Alberta are fairly sparsely populated. The total population of seven 
states which come within an approximate radius of six hundred miles of 
Alberta's southern boundary total approximately eight and one-half million 
people as shown by the following table. 

(EAB IGH M/Z 


AREAS , POPULATION AND POPULATION DENSITIES OF STATES NEIGHBOURING ALBERTA, 


1970 

Bordering on Resident 

Following l Poo. “(bo / 0) Population 
State Province(s) Area Census Density 
Washington Door, 68,192 3,409,169 Di 2 SC. Mile 
Oregon - 96,981 lobe iS site res: EP eet 
Idaho BGs oe Slows 713,008 Bo 
Montana Alberta & Sask. LY NF Gre lee) 694,409 4.8 
Wyoming - 97,914 332546 Bea 
North Dakota Sask.-‘&*Man. 70,665 617,761 8.9 
South Dakota = T7047 666,257 8.8 

ef 
Statistical Abstract of the United States. U. S. Department of Commerce. 


Bureaupofs Census 7*2972.° ~p.. 169. 
2The Official Associated Press Almanac. New York: Almanac Publishing. Co... 
Inc. 391972, 290.0441 . 


"Ibid. p. 12. 
6Tbid. p. 12. 
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To kz It is of interest that the Select Committee on the Ownership of 
Agricultural Lands which reported to the Legislative Assembly of Saskatchewan 
in March. 1975.8 coud 

"The estimates from our questionnaires for the entire 

province is that 0.97 per cent of the agricultural land is 

owned by persons whose addresses are outside of Canada."/ 
The population density of those portions of the United States of America 
nearest to the Province of Saskatchewan are somewhat similar to the popu- 
lation densities of the areas of the United States which lie adjacent to 
Alberta and it may well be that this is one of the most important factors 
in determining the level of foreign ownership within the province. 
Dales In its Interim Report the Committee pointed out that information 
on non-Canadian ownership of private lands in the province was not readily 
available. Since its Interim Report the Committee has benefitted by An 
Investigation into Rural Property Ownership in Alberta which was prepared 
for the Resource Economics Branch of the Alberta Department of Agriculture 
in cooperation with the Department of Municipal Affairs in October*of 1973. 
This investigation studied an area of the province of Alberta within which 
approximately one-third of the agricultural activity was concentrated. In 
the area studied, out of a total of 19,813 operating farm units, a sample 
of 7,987 registered owners were selected at random. In this sample of 
7,987 owners, 100 were found to have foreign residence. These 100 owners 
had combined holdings of 43,228 acres of land compared to the total sample 
holdings of 3,944,104 acres, or slightly over one per cent. To obtain more 
complete information on the incidence of out-of-country landowners, all 
townships in each of the selected counties were then covered and a complete 


list of foreign residence compiled. In this list which totalled 16,721 


‘Legislative Assembly of Saskatchewan. Final Report of the Special 


Committee on the Ownership of Agricultural Lands. Chairman, John 
mowal clink, L973." pe 32s 
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operating farm units 258 landowners were found to have foreign mailing 
addresses. Because the use of a mailing address as an indicator allows for 
certain misinformation and because a non-resident may be a Canadian and a 
resident a non-Canadian, these statistics can only be viewed as indicators 
rather than highly accurate estimates of land ownership in the province. 

ype ge The Committee notes with interest certain programs ana measures 
which have the effect of discouraging the purchase of agricultural lands by 
non-Canadians or individuals who are not landed immigrants. Mortgage loans 
cannot be obtained through the Farm Credit Corporation except by Canadian 
citizens or landed immigrants. The Small Farm Development Program funded 
by the Canadian Department of Agriculture encourages the sale of farm lands 
to other farmers who are either Canadians or landed immigrants by paying to 
the farmer that is selling his lands a bonus if the sale is to a purchaser 
who meets certain conditions, one of which requires that the purchaser be 
either a Canadian citizen or a landed immigrant. Loans from the 100 million 
dollar Alberta Agricultural Development Revolving Fund for many agricultural 
purposes, including the purchase of land, are by regulations under The 
Agricultural Development Act not available to persons who are neither 
Canadian nor landed immigrants or are non-residents. [In addition, a non- 
resident owner of farm lands pays higher property taxes than a resident 
since the non-resident is not entitled to the benefits of the Alberta 
Property Tax Reduction Plan and thus pays substantially higher education 
taxes. 

V fs Os The Committee appreciates that any interference with the right of 
an alien to purchase land in the province is also an interference with the 
right of an Albertan to dispose of this land to whomsoever he pleases, 
thereby reducing the quantity and quality of the proposed purchasers and 


perhaps the ultimate price realizable by the vendor. Since indicators are 
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such that foreign ownership of Alberta lands seems insignificant the 
Committee is of the opinion that a recommendation which would interfere with 
an Albertan's right to sell to whomsoever he pleases would not at this time 
be justifiable. 

7 aL The Committee, through its public hearings, recognized the concern 
of Albertans that sufficient recreational lands be available for the use and 
pleasure of all persons. With almost two-thirds of the land area of the 
province owned by the Crown, Alberta finds itself in a more favourable 
position in this regard than some of the older provinces. Most of Alberta's 
recreational and park lands fall within those lands owned by the Crown, thus 
the availability of recreational land to Albertans is not an: issue in which 
foreign ownership or foreign investment plays a great role. 

tal? It has been suggested to the Committee that land on the periphery 
of the metropolitan centres of Alberta and in areas of rapid new development 
are being purchased by non-Canadians with the view of speculating on increases 
in value, thereby driving up the prices of residential lots. It has also 
been brought to the attention of the Committee that in certain cases by 
virtue of anomalies in the tax laws of Canada and of the country of residence 
of the speculator and the treaties between these countries that the speculator 
pays no tax on the profit realized on resale. First, the Committee is of the 
opinion that the price of residential land is affected more by such factors 

as monopolies, lack of competition, interference with the supply of residen- 
tial lots (by restrictive municipal practices in the name of "good planning"), 
and lack of funds for servicing residential lots, than by land purchases by 
non-Canadians. These problems require remedies other than restrictions 
against foreign ownership. Second, tax advantages should be eliminated so 

as to ensure that the foreign owner pays his proper share of Canadian taxes 


on any profits realized. 
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ELS The Committee is not aware of any substantial problems in the areas 
of commercial, industrial or other urban lands which would, at this time, 
justify restrictions against the ownership of these lands by non-Canadians. 
Taek It is quite possible that the province of Alberta presently finds 
itself on the threshold of an economic boom the likes of which the province 
has never seen - a boom which will bring with it substantial immigration of 
both people and capital. It is also likely that in inflationary times 
capital will tend to be invested in real estate and in companies with real 
estate holdings. It is not inconceivable that the staggering wealth of the 
Arab States by reason of the recent unprecedented income flows to these 
states will find their way into western economies, particularly those enjoy- 
ing boom periods. It is therefore important that future decisions can be 
made on the basis of more accurate facts than are presently available to 
this Committee. In its Interim Report the Committee recommended a monitor- 
ing system to compile these facts. 

7.20 This monitoring system could take two forms. The first could be 
in thetnaturetof the) Nova'Scotia ee? which would provide information on the 
existing land holdings of non-residents and/or non-Canadians. Since the 
incidence of such ownership does not seem significant at this point, the 
Committee feels that the administrative expense of such legislation would 
not be warranted at this time. However, a monitoring system which would 
measure rates of change, in other words, record future transactions, would 
be extremely beneficial and of minimal administrative expense to the citizens 
of the province. This monitoring system could take the form of an amendment 


to the existing Affidavit of Transferee which forms part of the Transfer of 


oe Act to provide for the Disclosure of Land Holdings by Non-residents 


and Certain Corporations. 
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Land required under The Land Titles ea This affidavit would have to be 
completed before any change in title could take place. The Committee recom- 
mends that the present Affidavit of Transferee be enlarged to include the 
following: 

(a) a Statement as to the citizenship of each Transferee; 


(b) a Statement as to the name, place and date of birth 
of each Transferee; 


(c) a Statement as to whether or not each Transferee is 
an agent for another individual or corporation. 


If each Transferee is a Canadian citizen and not the agent for another indi- 
vidual or corporation nothing further would be required. Otherwise, a 
further Affidavit of Disclosure would be completed under the following con- 
ditions: 


(a). where a Transferee is an individual who is not a 
Ganadian citizen; 


(b) where a Transferee is an agent for another individual 
OT: corpo rations 


(c) where the Transferee is a corporation. 
The Affidavit of Disclosure would require details of the property purchased 
and the citizenship and address of each non-Canadian having an interest in 
the property. In the case of a corporation information as to the corpor- 
ation's head office and a statement disclosing the percentage of its shares 
held by non-Canadians would be required. 
Tew A: The Land Titles Offices would ensure that Affidavits of Disclosure 
are completed as required and then either carry out the evaluation or else 
turn these Affidavits over to whatever Department is charged with the 


responsibility of making the appropriate evaluation. 


On the 23rd day of October, 1974, the Attorney General for the Province 
of Alberta introduced Bill 63, The Land Titles Amendment Act, 1974, in 
the Legislature. The Bill provides a monitoring system which could record 
all future purchases of land in the province and will provide information 
as to purchases by non-Canadians, by non-Canadians who are landed immi- 


grants, and by corporations the majority of whose voting shares are held 
by non-Canadians. 
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Eas The Committee is pleased to note that the Alberta Land Use Forun, 
which was approved by the Alberta Legislature on March 15, 1973, is required 
to consider among other matters foreign ownership of land. The Committee 
anticipates that the work of this forum will be of great assistance to the 
people of the Province of Alberta, not only in the area of foreign owner- 
ship of land but in the whole area of land use. The terms of reference of 
the Alberta Land Use Forum are of interest and include, but need not be 
limited to, the following: 

i. slhe family farm; 

Jo. Mubti-use ofsagriculiural. land; 


S. ~ lhe se-ofpagticultural land sfor 
recreational purposes; 


4. Land use in and adjacent to urban 
aveassasceitsatrects ties cost soft 
housing; 


5. Future“land needs for Alberta 
agriculture; 


6. Corporate farms, foreign ownership 
of land, absentee ownership, and 
communal farming; 


7. The’common ownership of land, agri- 
cultural processing and marketing 
facilities; 


8. Land use as it influences population 
distribution in Alberta; 


OF -The-extent, if any,..to which the 
historical right of a landowner to 
determine the use and disposition of 
agricultural property ought to be 
restricted. 
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CHAPTER. VIII 


Proposed Federal Legislation Restricting Foreign Investment 


pel In approaching the third set of instructions imposed upon the 
Committee: 
"(c) to assess the economic consequences of any proposed 

new Federal restrictions upon investment within 

Alberta whether by way of legislation or otherwise;" 
it was decided to limit the Committee's assessment to legislation and regu- 
lations thereunder introduced concurrently with, or subsequent to, the 
creation of the Committee. 
Saez Three separate pieces of legislation introduced in the House 


of Commons were considered by the Committee: 


(a) Bill C-29, Canada Business Corporations Act. 
First reading October 21, 1974, 


(b) Bill C-2, An Act to amend the Combines Investigation 
Act and the Bank Act and to repeal an Act to amend 
an Act to amend the Combines Investigation Act and 


the Criminal Code. 
First’ reading Octoberi 2,.119 ia, 


(c) Foreign Investment Review Act. 
Passed November 26, 1973, 


as were the regulations tabled in the House of Commons to be passed pursu- 
ant to the Foreign Investment Review Act. 
8.3 A fourth piece of legislation, Bill C-22, Canadian Football 
Act,+ was given only passing consideration by the Committee. It was felt 
that the Bill would have no immediate effect on investment in Alberta. 
However, the Committee was somewhat concerned by what could be a dangerous 
precedent for the future created by legislation espousing seemingly 
emotionally acceptable interference by the Federal Government in the foot- 
ball field - a type of downfield blocking for the Canadian Football League. 
The Canadian Football Act was under study by the Standing Committee on 


Health, Welfare and Social Affairs when the Parliament of Canada dissolved 
for the July 1974 election. The Act was not reintroduced in the Fall 


Session of 1974. Had it become law, the Canadian Football Act would have 


prevented American-based football leagues from expanding their activities 
Into Canada. 


OF 


8.4 The Minister of Industry, Trade and Commerce, Mr. Gillespie, 
promised legislation concerning registration of agreements for licensing 
foreign Patino oejes To date, no such legislation has been introduced, 

and the Committee was not able to consider the potential effects of such 
legislation on the investment climate in Alberta. 

Bill C-29 - Canada Business Corporations Act 

shops, The Committee considered Bill C-29, Canada Business Corporations 
Act only neiee as it purported to change the existing law relative to non- 
Canadians. ‘The Bill would require that a majority of the directors of a 
corporation be resident @anadtane®” that at “a meeting of directors, a 
majority of the quorum of directors present be resident cuemarans a that a 
managing director, if appointed, be a resident Citaatin 2 that the majority 
of the members of any committee appointed by the directors be resident 
cemsarenet: A slight exception to the rule would apply where a holding 
corporation earns less than five per cent of its consolidated revenue in 
Canada, in which case only one-third of its directors would be required to 
be resident eanaaiutae4 

8.6 The rationale for these new requirements seems to be found in 
the following words: 


hse ensuring that the Canadian viewpoint would be 


expressed in all meetings of directors and committees 
Of dPrectors of “corporations Bodetegis sed by persons 
who are not resident Canadians." 


2 
News release by the Department of Industry, Trade and Commerce, dated 
Janwary 24, lov oe 


33411 C-29, Canada Business Corporations Act, Section 100 (3). 
4 


ibid > Section Loe G3) 


eran Section: 110° Cl)-. 


orate Section 10 "(2)~ 


ene Section “100° G4). 


Sense Business Corporations Bill: Detailed Background Paper. 
Department of Consumer and Corporate Affairs. p. 15. 
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Desirable though it may be, the Committee is of the view that this rationale 
and the legislation flowing from it disregards certain important facts. It 
should not be overlooked that a director's constituency is composed of the 
shareholders he represents. It is their point of view that a director is 
elected to represent. Shareholders invest to make a profit, whether by way 
of dividends or capital gains. Where this is not accomplished, a change of 
directors or management by controlling shareholders is a distinct possibility. 
Minority shareholders that do not individually have this power have another 
method of registering their displeasure: they can sell their shares and 
invest elsewhere. No doubt in many circumstances a director who is well 
aware of the Canadian economic and social scene can be extremely valuable to 
a foreign corporation carrying on business in Canada. ror es reason, 
resident Canadians are found on the boards of many foreign-controlled cor- 
porations carrying on business in Canada. However, this is undoubtedly a 
result of a business decision made by the shareholders of the company, 
without attendant legislative pressure. 

Say The Committee recognizes that benefits can flow to those 

Canadians who are elected directors as a direct result of these proposed 
legislative requirements. Concurrently, certain benefits can flow to 

others by reason of the "old schoolboy tie" theory, i.e. generally a 
Canadian's circle of acquaintance will be with other Canadians, their 
products, services, technology and markets. Thus, to a limited degree 
Canadian directors might impart a Canadian flavour to foreign-controlled 
corporations. On the other hand, the Canadian directors elected to the 
boards of foreign-controlled corporations pursuant to the requirements of 
the proposed legislation may be no more than nominees for the voting power 
they represent. Shareholders, whether individual or corporate, whose hold- 


ings are sufficient to influence the election of directors will not be 


On 


prepared to leave the direction and control of their savings in the hands 
of a director, or directors, who will not in all cases be responsible to 
them. Thus, through appropriate trust agreements and undertakings, the 
quota created by Bill C-29 might well be filled by Canadians who are no 
more than nominees for their non-Canadian shareholders. 

8.8 Investors not wishing to comply with the quota of Bill C-29 
may have the alternative of incorporating in a provincial jurisdiction 
which does not have similar requirements in its legislation. Certain con- 
Stitutional and jurisdictional limitations would prevent some from follow- 
ing this route, however, it may be available to a large number of foreign 
investors. If Bill C-29 becomes law, the result may be beneficial to 
those provinces requiring foreign capital that do not impose residency 

and citizenship requirements on directors of companies incorporated within 
their jurisdictions. 

Sig The requirements of citizenship and, in particular, residence, 
may be of significance where legislation, whether federal or provincial, 
imposes certain duties upon directors or prohibits certain actions by 
directors. In thesé cases, the legislation may be more effective, in the 
case of omission or commission by directors, where these directors are 
resident within the jurisdiction so that sanctions can be more readily 
imposed. Of significance also is the reverse situation, i.e. where foreign 
directors are subject to sanctions at home because the actions of the 
Canadian company of which they are ETROS are contrary to the laws of 
their own country. Two recent examples of this situation involve trade 
with Cuba by Canadian subsidiaries of American companies. American law 
prohibits trade with Communist Cuba and this prohibition apparently extends 
not only to American companies, but also to their Canadian subsidiaries. 


Breach of the law can result in sanctions being imposed upon American 
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citizens and residents who are directors of a Canadian subsidiary. In the 
first example, the Canadian directors of MLW Worthington Ltd., being in 

the majority, disregarded the American law and directed the company to con- 
tinue its negotiations with-Cuba. In a second more recent example where 
all the directors of a Canadian subsidiary of Litton Industries Inc. were 
American citizens the subsidiary would not proceed with a sale to Cuba prior 
to an application being made to the American government for an exemption. 
This recent example is, at the date of this Report, unresolved. 

8.10 In those cases where the imposition of sanctions upon directors 
is an important factor, the Committee is of the view that all directors, 
and not merely the majority, should be Canadian citizens and residents of 
Canada. On the other hand, the Canadian citizenship requirements of Bill 
C-29 should not be looked to as a solution in those situations where there 
is conflict between the laws of Canada and the laws of the home juris- 
diction of the parent companies of Canadian subsidiaries. If a conflict 
can be resolved by ensuring that the directors of Canadian subsidiaries 

are Canadian, this can be accomplished - where the desire exists - by 
electing or appointing Canadian directors without attendant legislative 
pressure. Otherwise, more effective means are available such as those 


provided. for apsbiit C2. 


Bill C-2.—- An Act to amend the Combines Investigation Act and the Bank Act 
and to repeal an Act to amend an Act to amend the Combines 


Investigation Act and the Criminal Code. 
opr we In Chapter VI, the Committee concludes that the Federal and 
Provincial governments combined have all the powers that are necessary to 
control the Canadian operations of foreign-owned corporations and businesses. 
An example of the exercise of such powers by the Federal Government is seen 
in that portion of Bill C-2 amending the Combines Investigation Act. The 


Bill would give to a Restrictive Trade Practices Commission the power to 


101 


make orders preventing the implementation of the laws or policies of 
another country insofar as they affect, or purport to affect, certain 
decisions of a person in Canada or a company incorporated either under 
Federal or Provincial jurisdiction. The decisions which the Bill is con- 
cerned with are those, the effects of which would be contrary to the 
Canadian national interest; more specifically, those which would: 
(i) adversely affect competition in Canada, 
(ii) adversely affect the efficiency of trade or 
industry in Canada without bringing about or 
increasing in Canada, competition that would 


restore and improve such efficiency, 


(iii) adversely affect the foreign trade of Canada 
without compensating advantages, or 


(iv) otherwise restrain or injure trade or commerce 
in Canada without compensating advantages. 


The Committee regards this use of legislative power to limit the detrimental 
effects of foreign investment to be the desirable approach to foreign in- 
vestment. 

Foreign Investment Review Act 

S242 The most significant legislation, having regard to the Committee's 
terms of rererence, 15 the Foreien Investment Review Act. This Wetwis a 
successor to, and an extension of, the Foreign Takeovers Review Bill which 
was introduced in the House of Commons in May, 1972, and which died on the 
order paper when Parliament dissolved. Simply put, the Foreign Takeovers 
Review Bill was limited in its operation to takeovers of Canadian business 
by non-Canadians. The Foreign Investment Review Act is operative in the 
case of establishment of new business as well as to takeovers. The purpose 


of the Foreign Investment Review Act is outlined in Section 2 (1) of the Act: 


- eae 
Bill C-2. An Act to amend the Combines Investigation Act and the Bank 


ACT and to repeal ACEO amend | an “Act to amend the Combines Investi- 


gation Act and the Criminal Code, Clause oe Section 31.5 


oa 
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2. (1) Purpose of Act. - This Act is enacted by the 
Parliament of Canada in recognition by Parliament that the 
extent to which control of Canadian industry, trade and 
commerce has become acquired by persons other than Canadians 
and the effect thereof on the ability of Canadians to main- 
tain effective control over their economic environment is a 
matter of national concern, and that it is therefore expedi- 
ent to establish a means by which measures may be taken 
under the authority of Parliament to ensure that, in so far 
as is practicable after the enactment of this Act, control 
of Canadian business enterprises may be acquired by persons 
other than Canadians, and new businesses may be established 
in Canada by persons, other than Canadians, who are not 
already carrying on business in Canada or whose new businesses 
in Canada would be unrelated to the businesses already being 
carried on by them in Canada, only if it has been assessed 
that the acquisition of control of those enterprises or the 
establishment of those new businesses, as the case may be, 
by those persons is or is likely to be of significant benefit 
to Canada, having regard to all of the factors to be taken 
into account under this Act for that purpose. 


The test of significant benefit is the cornerstone of the Act. 


Investments, whether by way of takeover or by way of establishment of any 


new business, which are judged to be of significant benefit to Canada will 


be permitted. 


be blocked. 


Whether a proposed investment will be of significant benefit 


will be assessed on the basis of the factors set out in Section 2 (2) of 


the Act, namely: 


(2) Factors to be taken into account in assessment. — In 
assessing, for the purposes of this Act, whether any acquis- 
ition of control of a Canadian business enterprise or the 
establishment of any new business in Canada is or is likely 
to be of significant benefit to Canada, the factors to be 
taken into account are as follows: 


(a) the effect of the acquisition or establishment on the 
level and nature of economic activity in Canada, including 
without limiting the generality of the foregoing, the effect 
on employment, on resource processing, on the utilization of 
parts, components and services produced in Canada, and on 
exports from Canada; 


(b) the degree and significance of participation by Canadians 
in the business enterprise or new business and in any industry 
or industries in Canada of which the business enterprise or 
new business forms or would form a part; 


Those which are deemed not to be of significant benefit will 
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(c) the effect of the acquisition or establishment on 
productivity, industrial efficiency, technological develop- 
ment, product innovation and product variety in Canada; 


(d) the effect of the acquisition or establishment on com- 
petition within any industry or industries in Canada; and 


(e) the compatibility of the acquisition or establishment 

with national industrial and economic policies, taking into 

consideration industrial and economic policy objectives 

enunciated by the government or legislature or any province 

likely to be significantly affected by the acquisition or 

establishment. 
8.14 The first phase of the Act will involve the review of takeovers 
(‘acquisition of control") by non-eligible persons of Canadian businesses 
whose assets are valued at more than $250,000, or whose gross revenues 
exceed $3,000,000 per annum. 

: ‘ 10 : 

S215 When the second phase of the Act is proclaimed the establish- 
ment of new businesses in Canada by non-eligible persons will be subject to 
the screening process. It will apply to the establishment of a new business 
where no other business has immediately beforehand been carried on in Canada 
by the non-eligible person, or the new business would be unrelated to the 
existing business in Canada of the non-eligible Re eeneee 
3.16 The non-eligible persons whose actions may be subject to review 
include individuals who are neither Canadian citizens nor landed immigrants, 
Canadian citizens who are not residents (as defined in the Act and regu- 
lations), landed immigrants who have not taken out citizenship within a year 


10 , é att 
Hon. Alastair Gillespie, Minister of Industry, Trade and Commerce, 


in an address to the Canadian Foreign Investment Review Seminar held 
Bora 40°—-eMay 1591974, “in Toronto, stated: 
"However, it is the intention of the Government that second 
proclamation will come after we have completed further talks 
with the provinces and have had an opportunity to develop the 
necessary expertise through the administration of the takeovers. 
While I'm not able to make any promises at this point, I would 
hope that second proclamation will follow within a few months' 
time." 


Foreign Investment Review Act, Section 8 (2). 
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after their eligibility to do so, governments of other countries, and 
, ' ee EZ Rae 
corporations in fact controlled by non-eligible persons. In addition, 
a corporation is presumed to be a non-eligible person where 25 per cent 
of the’voting rights in” the case of a publicly traded corporation or 40 
per cent in the case of a non-publicly traded corporation are owned by one 
or more non-eligible persons, or where 5 per cent or more of the voting 
rights are held by one non-eligible person. In all such cases there is 
: ? : ae 13 
a rebuttable presumption that the corporation is a non-eligible person, 
steel OF For the purposes of the Act, "acquisition of control" (takeover) 
of the Canadian business enterprise will be accomplished through essentially 
two methods: 
"K) “by the “acquisition of shares of the corporatnon 

to which are attached voting rights ordinarily 

exercisable at meetings of shareholders of the 

COTPOLaL LON, OL 

BB) by “the “acquisition of all or substantially 30) 

of the property used in carrying on the business 

iy Camadcs) cies 
Insofar as the Act extends to assets as well as shares it goes beyond the 
comparable Australian Companies (Foreign Take-overs) Act, 1972 which screens 
only share acquisitions. The Canadian legislation imposes a rebuttable 
presumption that control is acquired when a person obtains 5 per cent of 
the voting rights in the case of publicly traded shares and 20 per cent of 
the voting rights in the case of a corporation, the shares of which are not 


publicly traded. Where 50 per cent of the voting rights are acquired, it 


is conclusively deemed that control has been acquired. 


2 
Ibid., Section 3 (1) "non-eligible person." 
i Tbid... Section 3°). 


- Ibid. . SectionaseG. 
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Salo Where a proposed investment is covered by the Act, the review 
process will be triggered. It is expected that the foreign investor will 
notify the Foreign Investment Review Agency, created by the Act, of the 
proposed investment and provide the required information and completed forms. 
At the same time, the investor may offer certain commitments about his in- 
tentions which might fill the "significant benefit" test. The Minister of 
Industry, Trade and Commerce will be responsible for assessing the proposal 
and in this task will have the assistance of the Agency. The final decision 
will be made by the Cabinet, advised by the Minister. 
8.19 A feature of the Act which was not contained in Bill C-201, The 
Foreign Takeovers Review Bill is the requirement of Cabinet to take account 
of the industrial and economic policy objectives communicated to it by the 
government or legislature of any interested province. In determining whether 
or not a proposed investment will be of significant benefit to Canada, one 
of the five factors which must be taken into account by the Cabinet is set 
outainéSectionel. €2) 7 (Ce): 

"the compatibility of the acquisition or establishment 

with national, industrial and economic policies, taking 

into consideration industrial and economic policy object- 

ives enunciated by the government or legislature of any 

province likely to be significantly affected by the 

acquisition or establishment." 
That different provinces have unique and individual needs seem to be recog- 
nized by the Minister in his remarks: 

rin connection with the role of provincial priorities, I 

would like to assure the House that the bill will not have 

an adverse impact on regional development. Foreign invest- 

ment needed for the growth and development of a province is 

likely to be of significant benefit and would be allowed. 

On the other hand, this bill is not an instrument of region- 

al development policy. It does not contain the bias which 

is deliberately built into the policy of regional economic 

expansion. We will not be directing proposed investments 

from one part of Canada to another under this proposed act. 


But the economic realities of the region concerned will be 
emphasized in meeting national economic goals."15 


15 Canada. Parliament. Hon. Alastair Gillespie, Minister of Industry, 
Trade and Commerce. Commons Debates. May 30, 1973. p. 2782. 
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8.20 At first glance, it might seem that (the fifth ytactor provided for 
in the Act is a concession to provincial rights. However, it should be 

noted that if a proposed investment were to take place in the Province of 
Alberta, this does not mean that the decision will take into account only 
Alberta's industrial and economic policy objectives. Even though the invest- 


ment is proposed for Alberta, the Federal Government will, in all likelihood, 


take into account the concerns of other provinces. 


"New also is the requirement of the Cabinet to take into 
consideration policy objectives of the Provinces. This 

may well raise the most difficult practical aspect of 

the Act. How the federal government will reconcile the 
differing policy objectives of Liberal, Conservative and 
New Democratic Party provincial governments can only be 

the subject of some scepticism at the moment. Further- 
more, there is the question of determining which provinces 
are "likely to be significantly affected by the investment". 
If a foreign investor wished to establish a new business in 
Alberta, clearly the Province of Alberta would be signifi- 
cantly affected. But if the foreign investor proposed the 
takeover of the business of an oil producer in Alberta, 
would not Ontario, as well as Alberta, be likely to be 
Significantly affected? Hence, proposed investments may 
have to pass the judgments of several different governments 
with differing viewpoints."16 


It would seem that what may be acceptable from an Alberta point of view may 
not be acceptable from a central Canadian point of view, or from an eastern 
Canadian point of view. Examples of divergence of economic policies and 
opinions can easily be found in the most recent Federal-Provincial conferences 
on prices of crude oil. A further striking example is the recent disagreement 
involving the Federal Government, the Province of Ontario, and the Province of 
Alberta, in regards to the location of petrochemical facilities for the pro- 
duction of ethylene (the Petrosar project in Sarnia versus the Dow-Dome and 
A.Gel<to=Gel.U. DrOj }eClS ine Alberta). 


a H. Heward Stikeman, Q.C. The Shape of Things to Come: The Foreign 


Investment Review Act. Toronto: R. d'Boo, 1974. p. 16. 
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S21 The Act has been considered from a constitutional point of view. 
Under Section 91 (25) of the British North America Act, the Parliament of 
Canada has exclusive legislative jurisdiction in respect of matters relating 
to nationalization and aliens. Prima facie, the purpose of the Act would be 
to regulate and, in some cases, prohibit investment in Canadian businesses 
by non-Canadians or aliens, and this would seem to be within the legislative 
power of the Parliament of Canada, even where the regulation or prohibition 
would incidentally affect companies with purely provincial objects and 
property and civil rights or provincial residents. Jurisdiction over both 
of the latter matters is vested exclusively in provincial legislatures by 
Sections 92 Gil). and 92 (13). of. the. British, North America Act. Further 
support for the regulation of foreign investment by the Federal Government 
can be found in Section 91 (2) of the British North America Act giving the 
exclusive jurisdiction over the regulation of trade and commerce to the 
Federal Government. In addition, constitutional support for Federal legis- 
lation can be found in "The Peace, Order and Good Government" introductory 
portion of Section 91 of the British North America Act. Although legislative 
authority for the Foreign Investment Review Act would seem to exist, if it 
were broadly applied, it could easily adversely affect provincial juris- 
diction in the two areas mentioned and the provincial government should keep 
a watchful eye on the exercise of powers by the Federal Cabinet pursuant to 
this Act. 

8 22 The Committee understands that the Minister of Industry, Trade 
and Commerce has communicated with all provincial governments requesting 
that they be prepared to assist in the implementation of the Act. The Com- 
mittee further understands that the Quebec Department of Industry and Commerce 
is developing the necessary structures to be able to review and make recom- 
mendations to the Foreign Investment Advisory Review eae ee a The 


17 James A. Robb, Q.C., Montreal, Quebec. An address to the Canadian 
Foreign Investment Review Seminar. 
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Committee recommends that the Alberta Minister of Industry and Commerce 
prepare the necessary machinery with which to be able to properly respond 
to investment proposals and, if necessary, attack decisions made under the 
Act. 

Gr23 It is difficult to determine the effects of the Foreign Invest- 
ment Review Act on future foreign investment in Canada and in Alberta. The 
important decisions will be political decisions and the significant benefit 
test will be very subjective and will vary with the times, the nature of 
the applicant and the persons making the decision. Certain statements have 
been made by the Minister, Mr. Gillespie, which would lead the Committee to 
believe that it is not the intention of the Federal Government to interfere 
substantially with the quantity of foreign investment finding its way into 
Canada. The whole direction of the Act will be towards the quality of such 
investment and towards increasing the benefit from such foreign investment. 
The Committee is cognizant of the following quotations attributed to the 
Minister: 


is these measures are not against foreign investment 


in any absolute sense, but seek to recognize the existence 
of costs, and, benefits in particular projects, andsadned 
word, to help Canadians develop an expanding economy for 
the benefit of Canada."18 


and further, 


"most of it (foreign investment) I would think will be 
(allowed) because I think the investor will be able to 
show significant benefit to Canada."19 


18 Department of Industry, Trade and Commerce. News Release. January 
ie Neves 

19 Clair Balfour. "Government gets no mandate on investment restrictions". 
The Edmonton, Journal... <(Junee27,¢ 197 3)cneepemoOr 


8.24 
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Statements made would indicate to the Committee that the main 


purpose of the Act is to arm the Federal Government with negotiating power 


to extract such commitments from future foreign investors as the Federal 


Government feels will be of significant benefit to Canada: 


S745) 


"Tt (the Government) would be able to negotiate with a 
foreign company or individual investor to get a better 
deal for Canada."'20 


The Act is not directed at the expansion of existing foreign- 


owned companies in Canada, except in respect of entry into new and unrelated 


business. The reason is offered in the following statement: 


8.26 


"We have refrained from proposing this type of a review 

for a number of reasons. Given the large number of firms 
that are already foreign controlled in Canada, a review 

of normal expansion would call for an enormous amount of 
intervention. I am not prepared to argue that the state 
should have such sweeping authority over normal private 
decision-making. In addition, I think there is a difference 
in kind between the normal growth which takes place as a 
business prospers and expands its activity on the one hand, 
and the opening of unrelated business on the other. It 
seems to me that there is almost an element of retroactivity 
in intervening in the process of normal growth."21 


The Gray Report attributes the growth in foreign investment largely 


to the expansion of existing foreign-owned companies, rather than to new 


foreign investment entering into Canada: 


[treatiesoes.9 bitLlaon an, total, financing available over 
the entire period (1946-1967), $9.7 billion was derived 
from foreign sources - a little more than 22 per cent. 
In the period 1960-1967, only 19 per cent of the total 
financing was obtained from abroad, with a corresponding 
proportionate increased use of Canadian sources, includ- 
ing proportionately greater use of retained earnings, 
capital cost allowances and Canadian capital markets."22 


Department of Industry, Trade and Commerce. News Release. January 
UL be ee 

Background information to the Foreign Investment Review Process under 
the Act. 


21 Canada. Parliament. Hon. Alastair Gillespie, Minister of Industry, 


Trade and Commerce. Commons Debates. May 30, 1973. p. 2782. 


22 Government of Canada. Foreign Direct Investment in Canada (Gray Report). 


Chatiman. Hon. Herb Gray. Ottawa: Information Canada, 1972.) p25 
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Suey Since the implementation of the first part of the Act, the 
first three takeovers received Cabinet approval. The fourth case was 
somewhat different. American General Insurance Company applied to take 
over Financial Life Assurance Company. The move was approved by the agency 
but did not receive Cabinet approval within the 60-day period provided for 
in the Act. As a result, the deemed approval provisions of Section 13 of 
the Act came into play, and the takeover was deemed to have been approved 
by Cabinet. Since then, certain takeovers have been refused, others have 
been permitted and some deemed approved by the expiration of the 60-day 
deadline. Since the agency need not provide reasons for its verdicts, it 
is difficult to determine whether or not the Act is being implemented in 

a manner which is consistent with the philosophy espoused by the Hon. 
Alastair Gillespie in many of his statements. 

3220 Although it would seem that the Act, if implemented in accor- 
dance with the philosophy of the Minister, should not unduly disrupt the 
economies of Canada and Alberta, the Committee raises a number of concerns. 
First, the delays in preparing for an application and in awaiting the 
decision can be extremely costly to those requiring capital on short notice. 
Particularly in the early history of the implementation of the Act, these 
facts coupled with the uncertainties surrounding the extent of the Act's 
jurisdiction and the manner of its implementation will be of particular 
detriment to Albertans seeking foreign capital to invest in the development 
of Alberta's energy reserves. 

8.29 Second, the Act and the philosophy upon which it is based 
overlooks the rights of the vendor, or vendors, in the case of a takeover. 
Presumably, the vendor has agreed to sell to foreign interests because 
that sale provides the vendor with the greatest net realization. If imple- 


mentation of the Act results in such a sale becoming abortive, it is the 
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Canadian vendor, or vendors, who suffer. Thus, the presumed greater 

common good of the state takes precedence over the actual financial bene- 
fit to the vendor. If the vendor then sells to a Canadian purchaser at a 
lower price, or is unable to find a purchaser at any price, should the 
attendant loss be borne solely by the vendor? Or should in fact the state, 
for whose presumed benefit the sale was blocked, bear the burden of such 
loss? Would it not be fair that a vendor be reimbursed as a result of any 
loss suffered by virtue of a decision under the Act? No doubt technical 
difficulties arise and there could be foreign investors who are no more 
than men of straw created by the vendors to increase their return. However, 
Since it is the Act that creates the situation, should not the Act and the 
administrators under the Act provide the solution? 

8..30 Third, a foreign investor desiring to take over a Canadian 


business would be required to provide a great deal of information: 
"The information required is very detailed and complete. 
For example, information is required of the "usual 
practices" between the applicant and its associates or 
affiliates generally, in Canada or elsewhere, relating 
to marketing, research and development, the use of tech- 
nology and know-how, production, finance, cost accounting, 
purchasing, management, directorships and dividends. The 
information required respecting the Canadian business 
enterprise to be acquired is so detailed as to require 
the "in-depth" assistance of management of the business 
to be acquired in its preparation. 


"Full details of all plans of the applicant respecting 
the business to be taken over are required, together 
with the time schedule for carrying out such plans. 
Information is required relating to products or services 
to be introduced or discontinued; plans for expansion or 
modernization; relocation or closing down of existing 
facilities; purchasing and sourcing of products, materials 
and services; the extent to which resources will be pro- 
cessed in Canada; terms upon which technology and know- 
how are to be used; productivity; industrial efficiency; 
access to associates and affiliates in respect of capital 
requirements; disposition of internally-generated funds; 
new appointments to management; the lines of reporting in 
respect of management and decision-making; and the avail- 
ability of securities for Canadians."23 


oe De ewe rd. StEecemim. O.C.. Op. CLt... p.. Lis. 
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The collection and preparation of this information in proper form will be 
costly. Added to this cost will be the costs of whatever concessions or 
undertakings are made by the foreign investor in order to pass the "signi- 
ficant benefit" test. A foreign investor that is willing to bear these 
costs has probably taken them into account when arriving at a purchase 
price. In other words, the Canadian vendor is in fact paying for the costs 
of the review process and the costs of meeting the "significant benefit" 
test in terms of a lower return on the sale of his business. 

B61 Fourth, a Canadian vendor ‘that has sold: to a" foreron inveseo. 
that has met the "significant benefit" test and received approval from the 
agency can be left with capital in his hands for such purposes as he desires. 
He may use that capital for investment in Canada, or he may use that capital 
for investment outside of Canada. He may invest the capital in a fashion 

in which there may be a significant benefit to Canada, or he may use the 
capital in a fashion in which there may not be a significant benefit to 
Canada. Thus, what difference does it make if the foreign investor fails 

to pass the "'sienificant benefit" test on a takeover, but the Canadian 
recipient of foreign funds then passes a "Significant benefit" test in the 
use of his newly acquired funds? The Committee is concerned by a philosophy 
which interferes with the free flow of capital and foresees the control of 
incoming capital as the first step to the control of outgoing Canadian 
capital. The Committee is concerned that in the name of controlling foreign 
investment, Canadians are subjecting themselves to unwarranted government 
controls. 

Gw2 Fifth, the Committee recognizes the Federal Government's 
intention to ensure that desirable foreign investment is permitted and 
undesirable foreign investment prohibited. Yet it may take the wisdom of 


Solomon to determine what foreign investment is desirable and what foreign 
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investment is not. However, even if such a decision could properly be 
made, it is more likely that the hoops and mazes through which a foreign 
investor would have to move in order to obtain approval may in fact dis- 
courage desirable foreign investment, or result in Canada having to pay 
more for such investment. 


"One of the difficulties in Canada is that international 
business simply does not know what the Government's 
policy is, and until you express a clear policy you may 
well lose the type of investment you want, or have to 
pay more for it."24 


"Indeed the onus of having to establish that a particular 
investment is of "significant benefit to Canada" may tend 
to discourage foreign investors. For instance, in making 
a choice between Canada and Australia, the foreign investor 
would be told that under the Australian legislation the in- 
vestment might be prohibited if the government feels that 
it would be contrary to the public interest of Australia. 


A typical foreign investor whose main objective, as with 
any investment, is to make a profit, would undoubtedly 
feel most inadequate to the task of convincing the Canadian 
Government that his investment, made primarily with a view 
to enhancing his own profitability and earnings, would also 
be of significant benefit to Canada. On the other hand, he 
would probably feel capable of establishing to the satis- 
faction of the Australian government that his investment 
would not be harmful to the public interest of Australia. 


"125 

So. 33 The Count ree concludes that legislation screening foreign 
investment should require that only such foreign investment as would be 
detrimental to the Canadian public interest should be prohibited and that 
the screening process should not have been extended to requiring proposed 
foreign investment to go through the games of proving "significant benefit." 
Oi 4 The Committee has encountered difficulty in attempting to 
evaluate in quantitative terms the economic consequences arising from the 


Foreign Investment Review Act. The Gray Report has noted that over 80 per 


cent of the growth in foreign investment occurs through expansion of 


John F. Chowne, London, England. An address to the Canadian Foreign 
Investment Seminar. 

J. N. Abel, Senior Vice-President, Wood Gundy & Company Ltd., Toronto, 
Ontario. An address to the Canadian Foreign Investment Seminar. 
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existing foreign-owned companies which are exempt from the provisions of 
the Act. Thus, that portion of foreign investment which is susceptible 

to restriction appears to be less than 20 per cent of the historical 
volume. Because of uncertainties as to the manner in which the Act will 
be applied, it is difficult to determine the effect of the Act on this 
mDOpper cent. 

85.30 Three Spans? have provided estimates of the contribution 
which foreign investment makes to the Gross National Product. These esti- 
mates ranve ‘from a high “of 3.5 per cent ‘of (GNP ‘to ‘a low of leper tcenusor 
GNP. However, some economists question whether the contribution of foreign 
investment is even that high, and emphasize instead that a large portion of 
even this growth may be attributable to technical change, education and 


improved organization of the labour force,~/ 


It must be stressed that 
these studies are based on historical normal investment demand. 

oe 30 Assuming these studies to be valid, it follows that if the 
Foreipn. Investment Review Act applies to less than 20 per) cent of orem 
investment, its influence on GNP would be minimal - 0.5 per cent or less. 
One If the Act is applied restrictively, the significance of its 
impact will vary depending upon the rate at which the economy is function- 
ing. Various investment levels in Canada's energy development have been 


analyzed econometrically to project the potential demand for investment 


28 ; , , A 
funds. These econometric analyses show that capital requirements at maximum 


26 
T. L.*Powrie. "What does foreign capital add?" The Canadian Forum. 
(January/February 1972). "pp." 34-37. 
B. W. Wilkinson. "The Implications of Foreign Ownership." An address 


to the Economic Society of Alberta held September 20, 1972 in Calgary. 
(Also at Public Hearing, November, 1972). 


R. G. Penner. "The Benefits of Foreign Investment in Canada, 1950 to 
Lose. © ‘The Canadian Journal of Economics and Political Science. (May 
LOCC “Dp. Lee ett ess 
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E. F..Denison.. The. Sources of Economic Growthsinethe United States. 
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development rates could be over $10 billion greater than at minimum 
development rates. Even more important, the reliance on foreign savings 
is shown to increase more than threefold. Obviously, the impact of the 
Foreign Investment Review Act should be greater at higher than at lower 
development rates. 
8.38 The economic consequences for the Province of Alberta may 
differ from those generally expected for Canada as a whole. Foreign 
investors have played a very large, in fact, uniquely large role, in the 
development of Alberta's oil and gas industry. Foreign companies now 
active in the oil and gas industry should be able to continue expanding 
operations. However, a statement attributed to Prime Minister Trudeau 
casita Some doubt im certain areas: 

"Prime Minister Trudeau announced during the recent 

election campaign that henceforth foreigners wanting 

to establish a new corporation in one of the key 

resource development areas - specifically minerals, 

oil, gas, forestry and fishing -_must assure at least 

50 per cent Canadian ownership." 
O20 This statement, if an expression of future direction, is very 
important to Alberta. Many of the developments in basic chemical plants 
and the Alberta tar sands are new companies, offspring of existing foreign 
corporations, Will they fall. within the purviewrof the Act, and, if, so, 
how might the foregoing statement apply? 
8.40 In summary, it is impossible to identify quantitatively the 
economic consequences for Alberta of federal restrictions on foreign in- 
vestment in Alberta. One may speculate, taking a specific illustration 
at a given time under certain conditions of domestic development of the 


industry, political balance within Canada and economic conditions, both 


nationally and internationally. The only sure conclusion, all other things 


Clive Baxter. "Showdown near on takeover law." 


the Financial Post. 
(Aucuet 24, 1974)2 p.-1. 
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being equal, is that the closing off of sources of direct investment fo 
the economy of Alberta is likely to produce economic performance below 
what might otherwise have been achieved. The overriding determinant is 
the political judgment and philosophy which controls’ the operation of the 
Act. 

8.41 However, in terms of limiting foreign investment in Alberta 
none of the legislative restrictions discussed in this chapter have been 
or will be as effective, particularly in the mineral fuels sector, as the 
cumulative effect of recent Federal Government policies in energy. These 
include: the combination of the export tax; the ceiling on domestic crude 
oil prices which appear to have made exploration outside of Canada more 
attractive to the industry; and the proposed taxation as income in the 
hands of Oo: producer of those royalties paid to provincial governments. 
No doubt the cumulative negative effect of these measures will reduce the 
flow of foreign capital into Canada for energy exploration, development 
and production. Moreover, the flow of Canadian funds for these purposes 
will equally be seriously affected. In this regard it is of interest to 
note'that of ‘the 38 drilline rigs leaving Canada im the period Janvuawar 
1974 .to October 29, 1974, 33 rigs left after May 15. These dates are of 
particular interest since the federal proposal totax as income in the 
hands of the producer those royalties paid to provincial governments 


first -appéared in “the Mayo," 1974 budget. 
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CHAPTER IX 


Participation by Albertans in the Ownership and Control of Alberta Industry 
and Investment Incentives and Opportunities for Albertans 


Seal Foreign investment in Canada has been shown to be high, particu- 
larly in the mining and in the manufacturing industries. However, the 
relative proportion of foreign to Canadian ownership has not changed in 
recent years. In fact, Canada's net international indebtedness as a pro- 
portion of GNP has declined substantially from its peak in the early 1960's. 
OZ The desire to develop Canada's resources to meet its energy 
requirements will demand substantial capital investment. An analysis of 
the supply of Canadian savings in relation to this demand suggests a con- 
tinuing reliance on foreign capital -- greater than in the recent past. 

Boe) The relative proportion of foreign investment has been shown, 
in comparison with other provinces, to be highest in Alberta. Companies 
in the mineral fuels sector of mining and in the petroleum and petroleum 
products and chemical and chemical products sectors of manufacturing are 
predominately foreign owned. However, substantial foreign investment in 
Alberta-- resulting in the development of its resources -- has not been 
without benefit to Alberta and Canada. 

ON Of the many developments planned to improve Canada's self- 
sufficiency in energy the major share will be located in Alberta, the 
energy province of Canada. A number of these developments, particularly 
in the oil sands, are massive undertakings and require very substantial 
capital investment. Plans to diversify Alberta's economy, particularly by 
the creation of global scale petrochemical industries with emphasis on up- 
grading of the products of these industries in Alberta will also require 
substantial capital investment. Alberta's need for external capital to 


reach its potential, both in the development of the oil sands and in the 
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diversification of its economy, will increase substantially. 

945 The Committee would prefer more Canadian ownership. In particu- 
lar, a greater Canadian presence in the ownership of the mining and manu- 
facturing industries would be welcomed. The Committee would also prefer 
that the new undertakings in the oil sands and petrochemical industries be 
developed through the use of Canadian capital. However, in the absence of 
such capital, foreign capital should be welcomed rather than Alberta's time 
in history be allowed to pass with present opportunities not being realized. 
96 Although the Committee prefers more Canadian ownership it 
recommends against a forced or legislated program requiring foreign investors 
to divest themselves of a certain percentage of their shares in favour of 
Canadian purchasers. Such a program, sometimes referred to as "buy back", 
(probably more correctly "buy into"), is unnecessary for two reasons. First, 
legislative and executive powers of the federal and provincial governments 
are more effective than the powers which come with ownership in assuring 

that companies which are foreign owned respond to and operate in the national 
and provincial interests. Second, there is a deficiency of Canadian capital 
in terms of potential requirements and, if anything, Canadian capital should 
be encouraged to develop the new opportunities. 

oan The Committee recommends against government ownership if the 

only goal of such ownership is to increase an Alberta or Canadian presence 

in an industry or in an industrial sector. To attain the two benefits of 
ownership -- control and revenue -- government ownership is unnecessary. The 
raising of revenues through taxation and, in addition, through royalties, 

in the case of provincially-owned resources, are more effective and efficient 
methods of raising revenues for a government than ownership of all or any 
portion of the industry. Similarly, as has been pointed out, legislative 


and executive controls are more extensive and effective than those which come 


with ownership. 
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938 In summary, in considering ways and means which will ensure 
greater participation by Albertans in the ownership and control of Alberta's 
industry, the Committee recommends against government legislative action 
which will: 


(a) impede the flow of beneficial foreign capital 
to Alberta; 


(b) require a specific degree of Canadian or Alberta 
presence in existing companies through forced 
"buy in" provisions; 
(c) require a specific degree of Canadian or Alberta 
presence in companies to be formed except under 
unusual circumstances and under circumstances in 
which it is intended to benefit or provide 
incentives for Canadians and/or Albertans; 
(d) result in government ownership. 
ae Having a relatively young economy and little in the way of 
historical pools of capital it is not unreasonable that Alberta has had to 
rely on capital from outside its boundaries for its development. However, 
the expansion of the economy with the use of foreign capital has provided 
Albertans with opportunities for participation in the ownership of Alberta 
industry that would not have existed had Alberta failed to develop its 
natural resources. Had foreign investment been completely barred from 
Alberta the result would have been statistics showing exclusive Canadian 
ownership; however, in absolute terms ownership of Alberta industry by 
Albertans and/or Canadians would have been substantially less simply 
because there would have been less of it. The Committee concludes that 
Albertans are more likely to participate in the ownership of Alberta's 
industry if such industry is permitted to develop-- even with foreign 
capital -- than if such industry fails to develop because of a lack of 


capital. The Committee recommends that the goal -- greater participation 


by Albertans in the ownership and control of Alberta industry -- be pursued 
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by positive programs directed to benefit Albertans rather than negative 
programs directed against foreign investment. 
9.10 The role of the provincial government in developing positive 
programs to attain this goal is threefold: 

Canaanite iin proper climate for investment; 


(b) to ensure that funds are available for 
investment purposes; 


(c) to provide opportunities and incentives to 
invest. 


eal ah The developing and maintaining of a climate conducive to in- 
vestment is not an easy task and is one in which a provincial government 
alone cannot be completely effective. It includes government's role in 
ensuring that funds are available for investment purposes and in providing 
opportunities and incentives to invest. It includes maintaining a proper 
balance between many groups in society, and it also involves the control 
of the direction of the economy. A proper investment climate is conducive 
to both foreign and domestic investment. There are many components of a 
proper investment climate, however, the Committee feels it appropriate 

to highlight two because of their current significance. 

Oy. AZ The first is the control of inflation. The Canadian rate of 
inflation (less than for most industrialized countries) is encouraging 
Canadian investors to leave the stock markets because of the lower yields 
in equity stocks and to invest in term deposits bearing high interest 
rates and in commodities such as golds and futures. There is also the 
tendency to purchase consumer goods rather than to save because the return 
on savings does not equal the continuous increase in the cost of living. 
Further, it is difficult to encourage investment in equity when over the 
past year the average shares trading on Canadian exchanges (with the ex- 


ception of gold shares) have dropped approximately 35 per cent in value. 
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Reduction in trading value of shares on the Toronto Stock Exchange alone 
tetales2> billion. Until she rate -ofeinflationiis reduced it willbe 
difficult to encourage investors to return to the equity markets and 

more difficult to introduce first-time investors to this market. The 
Committee realizes that provincial governments individually have relative- 
ly little influence over the control of inflation. In fact, to some 
degree, even the combined powers of the federal and provincial govern- 
ments may be ineffective having regard to global conditions. However, 

the Committee concludes that Sovecoment programs to provide opportunities 
and incentives to invest will not be as effective as they might with infla- 
tion under control and some programs may need to be delayed. 

0 3 A second concern is the treatment that the concept of "profit" 
has recently been receiving. Profit is the reward for taking the risk, 
i.e. making the investment. The greater the risk, the greater the expec- 
tation of profit. The degree of risk must be considered with frontal 
vision and not hindsight. Risk and the profit it demands must be consider- 
ed before the venture is undertaken and not after it is a fact. It must 
be analyzed before the well is drilled and before the crop is planted and 
not after oil is found or after a successful harvest. Investors invest 
for the purpose of making a profit whether by way of income or capital 
gain. In doing so they realize that not only is there a risk of little 

or no profit, there is also the risk of losing the capital invested. The 
development of a proper investment climate includes an appreciation by 

all citizens of the necessary role that profit plays both as an incentive 
to invest and as a very important factor in the high standard of living 
Albertans and Canadians enjoy. 

9 Le The Committee considered three roles of the provincial govern- 


ment in ensuring the availability of investment funds: 


22 


(a). “its role. asi (a). taxing+author “ey; 
(b)» iits role ‘as: ailenderof last resort; 


(c) its role as a regulator of provincial financial 
institutions. 


SR ee The use of its taxing power is the most significant way in 
which government can affect the quantity of funds in the hands of its 
citizens available for investment. With lower taxes more discretionary 
funds are available for such purposes as investment. Albertans are 
fortunate that they are not burdened with gift taxes, estate taxes and 
sales taxes and that their property taxes, particularly on residential 

and farm lands, are relatively low. The Committee recommends that the 
provincial government continue its present policy of not levying estate, 
gift and sales taxes. 

Oo L6 Although Alberta income tax rates are not the highest, its 

36 per cent of "Basic Federal Tax"' is higher than Ontario's and British 
Columbia's 30.5 per cent. Present provincial budget surpluses indicate 

an ability to reduce provincial personal income tax rates for Albertans. 
The Committee recommends that the provincial government reduce personal 
income tax rates. 

SN In many cases potential investments do not materialize because 
individual Albertans, not having sufficient capital of their own, are 
either unable to obtain the capital of others or are unable to obtain such 
capital on advantageous terms. The Committee recognizes a second role of 
government -—- in providing a source of funds for investment by Albertans-—- 
either as a lender of last resort or a guarantor of loans:by conventional 
lending institutions to Alberta investors. Such programs as the $100 
million fund of the Alberta Opportunity Company and the $100 million Agri- 


cultural Development Fund are prime examples of the government fulfilling 
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its role in this area. The Committee recommends the continuation and 
expansion of such programs. The Committee further recommends that these 
programs be administered so as to continue to emphasize benefits to 
Albertans rather than to investors in general. 

Steal lRe. In public hearings, the Committee was advised that financial 
institutions operating under provincial jurisdiction do not have the 
flexibility to provide funds for many investment opportunities by virtue 
of regulations imposed upon them. Some of these regulations appear to 
have been developed primarily with the view of protecting the savings of 
depositors rather than with the view of creating vehicles for the marshall- 
ing of investment funds. The Committee recommends that the provincial 
government, in consultation with the financial industry, undertake a study 
of all financial institutions under provincial jurisdiction to assure that 
they can evolve to meet the needs of entrepreneurs consistent with the 
interest of savers. 

Beko The Committee considered the challenge --to provide as many 
opportunities and incentives as possible for Albertans and Canadians to 
invest in the equity ownership of companies operating within the Province 
of Alberta --as two separate tasks: first to provide opportunities to 
invest; and second to provide incentives to invest. 

9.20 With substantial developments underway and planned in the 
mineral fuels sector of mining, in agricultural processing, in petrochemi- 
cals, and in the many service industries required to support these new 
developments, the Committee concludes that investment opportunities in 
Alberta surpass capital available in Alberta for purposes of investment. 
Albertans now share the opportunity with others to invest in many of the 
companies operating in Alberta. This can be accomplished by the purchase 


of shares on stock exchanges. For example, the shares of GCOS, the company 
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operating the first commercial oil sands plant, trade on the Toronto Stock 
Exchange. The shares of some of the companies making up the Syncrude 
consortium, such as Imperial Oil Ltd. and Gulf Oil Ltd., are also available 
on this same exchange. Investors can invest in accordance with their 
ability to invest. Even if an investor's means are such that only one 
share in a company may be acquired, this possibility is available to such 
an investor. However, in the case of national and multi-national companies 
the investor cannot limit his investment to the Alberta operations of these 
companies and must share in the larger risks -- perhaps not to his liking. 
OF21 Because of the many available investment opportunities in 
Alberta, the Committee limited its consideration of this task to: 

(a) the needs of the small and first-time investor; 


(b) the role of the Alberta Energy Company in 
providing investment opportunities; 


(c) the role of the Alberta Stock Exchange in 

providing investment opportunities and as 

a vehicle for marshalling investment funds 

for the entrepreneur requiring capital. 
O22 The small and first-time investor's basic disadvantage is not 
a (lack Yor opportunities but “a Lackoof knowledge of investment opportuni- 
ties. Those citizens of Alberta who do not invest in equity usually limit 
their investments to discretionary and contractual savings plans. Albertans 
must be made more aware of the alternative of investing in equity as opposed 
to a deposit form of saving. The acquisition of this knowledge should begin 
in our school systems and the Committee recommends that the Department of 
Education develop modules which can be incorporated in present school 
curriculum and which would provide the student with a basic knowledge of 
our economic system combined with an awareness of the discretion he has in 


the use of his future earnings. He should be aware of the alternatives to 


consumption, i.e. saving and investment, and the wide range of opportunities 
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available for investment. 

as The Alberta Energy Company will provide many substantial 
investment opportunities for Albertans to invest in Alberta. In addition 
to the interest in the Syncrude oil sands plant described in paragraph 
3.29 of Chapter III, the company holds a one-half interest in Pan-Alberta 
Gas Ltd. and will acquire the Suffield, Alberta, petroleum and natural gas 
rights. It is expected to participate as an investor in industrial and 
energy-related developments, such as petrochemical plants. The initial 
capitalization of the Alberta Energy Company is anticipated to be $150 
million, of which $75 million has been committed by the provincial govern- 
ment and the remaining $75 million will be offered on a priority basis to 
Albertans. 

9324 Earlier, the Committee recommended against government owner- 
ship if the only purpose of such ownership is the providing of an Alberta 
or Canadian presence in Alberta industry. The Committee views the govern- 
ment 's investment in the Alberta Energy Company as having more purpose 
than merely changing statistics on ownership. Most important, it will 
provide more direct opportunities for Albertans to invest in Alberta in- 
dustry, particularly in the large resource and petrochemical developments 
in the province, without having to share in the risks of the national and 
global operations of national and multinational companies. Second, it is 
a vehicle which can marshall and provide much needed capital for Alberta's 
development at a crucial time in its history. Third, being an investment 
rather than an operating company, it appears to be a suitable depository 
for funds resulting from the sale of depleting resources which can be 
available for future generations. 

w520 The presence of the provincial government in the Alberta Energy 


Company may attract first-time investors who might not otherwise have 
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invested in equity. While the Committee considers this to be desirable, 
it is concerned that the presence of the Alberta government in the company 
will subconsciously create, particularly in the mind of the first-time in- 
vestor, the idea that the investor's income and capital are guaranteed by 
the provincial government. Care should be taken to adequately inform the 
investor that in making an investment in the company he is taking the same 
risk that investors generally take when they invest--however small that 
risk. 
9 26 To ensure that as wide as possible a range of equity investment 
opportunities are available in the natural resource industries, the Com- 
mittee recommends that the government strongly urge companies developing 
Alberta resources to make their shares available to Albertans by listing 
on the Alberta Stock Exchange. Such a move could concurrently strengthen 
the role of the Alberta Stock Exchange in the future industrial and finan- 
cial growth of Alberta. At the same time, the Committee considers it 
desirable that the Exchange increase its efforts to become a vehicle which 
can provide equity funds. These funds will be required, not only for 
natural resource exploration, but also for the development by Alberta 
entrepreneurs of secondary and tertiary industries within the province 
which will serve the needs of the large developments underway or being 
planned. 
Od In summary, the Committee concludes that: 
(a) there are more investment opportunities than 
capital available in Alberta for investment 
purposes; 


(b) more emphasis must be given to making Albertans 
aware of existing investment opportunities; 


(c) the Alberta Energy Company will provide more 
direct opportunities for more Albertans to 
invest in Alberta industry; 
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(d) the use of government moral suasion to encourage 
listing of natural resource companies on the 
Alberta Stock Exchange may ensure a wider range 
of investment opportunities. 
SAAS: In providing incentives to invest, governments are faced with 
the challenge of partially redirecting the earnings of individuals from 
consumption to investment. Certain incentives have been created by the 
federal government which would encourage saving and investment. These in- 
clude provisions whereby the first $1,000 of interest and/or dividend 
income per year of Canadians would be free from income tax. Since 
Alberta's personal income tax system is tied in with the federal income 
tax system, Alberta will be sharing in providing these incentives. 
929 The Alberta government has announced its intentions to create 
its own corporate tax system as opposed to the present system under which 
the provincial government shares in the corporate tax revenues collected 
by the federal government under its own corporate tax system. The Committee 
recommends that the Alberta corporate tax system be developed so as to 
create incentives to invest in Alberta, particularly by: 
(a) ensuring that Alberta investors are not at a 
disadvantage compared with investors from 
other countries when investing in Alberta; 
(b) encouraging corporations not principally 
engaged in oil and gas exploration to invest 
their funds in such exploration; 
(c) encouraging investment in secondary and 
tertiary industries to diversify Alberta's 
economy. 
9230 The greatest incentive for investment is the anticipation of 
a high return--profit. The higher the expected return the more the incen- 
tive for investment. The sale of our natural resources at artificially 


pegged prices--below their true market value--results in a disincentive to 


invest. The most significant incentive to invest which the provincial 
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government can provide is the assurance that the producers of Alberta 
products and the developers of Alberta's natural resources receive a 


proper return. 
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Lt is: better 
To light a single candle 
Than to curse 


The darkness. 


It is better 
To buy a single share 
Than to decry 


The extent of foreign investment in Canada. 
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